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PREFACE

The l-egislative Research Commission, established by Article 6B of Chapter 120 of
the General Statutes, is a general purpose study group. The Commission is co-chaired

by the Speaker of the House and the President Pro Tempore of the Senate and has five
additional members appointed from each house of the General Assembly. Among the

Commission's duties is that of making or causing to be made, upon the direction of the

General Assembly.

such studies of and investigations into governmental agencies and institutions
and matters of public policy as will aid the General Assembly in performing

its duties in the most efficient and effective manner tG.S. l2O-3O.17(l)1.

At the direction of the 1989 General Assembly, the kgislative Research

Commission has undertaken studies of numerous subjects. These studies were grouped

into broad categories and each member of the Commission was given responsibility for
one category of study. The Co-chairs of the I*gislative Research Commission, under

the authority of G.S. 120-30.10(b) and (c), appointed committees consisting of
members of the General Assembly and the public to conduct the studies. Co-chairs,
one from each house of the General Assembly, were designated for each committee.

The study of credit card deregulation, authorization of credit card banks, and

linked deposit programs was authorized by Section 2.1 (5) of Chapter 802 of the 1989

Session Laws (1989 Session). That act states that the Commission may consider Senate

Bill 377 and House Bill l9l0 in determining the nature, scope and aspects of the study.

Section I of Bill 377 (2nd edition), if enacted, would have directed a study, among

other matters, of:

all aspects of deregulation of revolving credit and authorization of credit

card banks, with a view toward determining whether these actions would be

in the best interest of North Carolina.

Section 2 of House Bill l9l0 proposed, in part, a study of:
Linked Deposit Programs in other states and localities as to their impact and

feasibility . . . [and] the feasibility of such Programs in North Carolina, at

both the State and local levels .



The relevant portions of Chapter 802, Senate Bill 377 and House Bill l9l0 are

included in Appendix A.

The l-egislative Research Commission grouped this study in its Credit and

Consumer Protection area under the direction of Representative Harold J. Brubaker.

The Committee was chaired by Senator James C. Johnson and Representative Joe H.
Hege. The full membership of the Committee is listed in Appendix B of this report. A
committee notebook containing the committee minutes and all information presented to
the committee is filed in the l-egislative Library.



COMMITTEE PROCEEDINGS

The Legislative Research Commission's Committee on Credit Card Deregulation,
Credit Card Banks, and Unked Deposit Programs held six meetings in all -- January
ll, February l, March 8, September24, November 13, and November30, 1990. The
following individuals and representatives of the following groups have testified before
the Committee thus far during its deliberations: the North Carolina Attomey General's
Office's Consumer Protection Section, the North Carolina Bankers Association
(NCBA), the State Banking Commissioner, the North Carolina Association of
Community Development Corporations, the North Carolina Association of County
Commissioners the North Carolina Department of Insurance, Lrgal Services of the
Cape Fear, the North Carolina Legal Services Resource Center, Inc. (NCLSRC), the
North Carolina Ufe Underwriters, the North Carolina Lrague of Municipalities, the
North Carolina Retail Merchants Association (NCRMA), the North Carolina l-eague of
Savings Institutions, and the State Treasurer. A list of those mailed notice of the
meetings is attached as Appendix C.

Linked Deposit Programs

Representatives of the North Carolina tcgal Services Research Center and others
brought information to the Committee on linked deposit programs in other states and
their localities which encourage private financial institutions receiving public deposits to
invest within the particular city or state. The NCLSRC presented information on the
various types of linked deposit programs and recommended that the Committee
consider these programs as a method to further public purposes by leveraging private
funds without collecting additional revenues (Appendix D).

Mr. Abdul Rasheed, the Executive Director of the North Carolina Association of
Community Development Corporation, in a statement urged serious consideration of
linked deposit programs in North Carolina. He said that information regarding
reinvestments of funds in local communities by financial institutions would be available



beginning on July l, 1990 pursuant to the federal Community Reinvestment Act
(CRA), 12 U.S. $ 2901 et seq. He suggested that this information be analyzed and
disseminated by the Department of Economic and Community Development (Appendix
E).

The State Treasurer, Mr. Harlan Boyles, stated his opposition to linking of
deposits of State and local governments in financial institutions on any bases other than
the safety of principal and rate of return. The Treasurer said that his office is now in
charge of an investment portfolio of $18 to $20 billion, soon to grow to $50 billion in
public funds. He explained his Six Month Certificate of Deposit and Savings
Certificate Program in which banks and savings and loans' pay interest rates for State
funds not less than yields available on U.S. Government instruments with comparable
maturities. A letter explaining further the Six Month Certificate of Deposit and Savings
Certificate Program is found at Appendix F. He said that the banks and s&ls are not
now availing themselves of the total amount of State funds available under this -- a no
strings -- investment program. He said that he believed that a linked deposit program
without a subsidy "will not fly',.

Mr. Thomas A. Bennett, President-Elect of the NCBA, repeated the concerns
expressed by the State Treasurer and said that linked deposit programs are "government
intervention in the system of allocating financial resources." He stated that his industry
was "totally opposed to credit allocation whether it is overt or disguised.,, He
emphasized his belief that in this State the credit needs of credit worthy borrowers are
being met in a responsible way by the banking system. His full statement is contained
in Appendix G.

Mr. Paul Stock, representing the North Carolina L,eague of Savings Institutions,
indicated that his board of directors had not yet taken a position with respect to linked
deposit programs, and asked that he might be allowed to present his board's position at
a later time. HJ suggested to the Committee that the savings industry's plate was

'full" at the present with s&l's trying to digest the changes wrought by the federal
Savings and [.oan Bailout Bill and by market conditions.

Mr. James B. Blackburn, General Counsel of the North Carolina Association of
County Commissioners, commented that, with regard to the concept of linked deposit
programs, that it was inappropriate to tamper with the present investment policy that



has senred the counties well, to factor in "social policy" considerations in investment
decisions, and to risk reduced return on dollars when there are so many pressing
demands on counties. His outline of his statement is found at Appendix H.

Mr. Ellis Hankins, General Counsel of the North Carolina League of
Municipalities, said that his organization has not taken a firm position on the issue of
linked deposits. He told the Committee that he wished it would not recommend
mandating that investment decisions be made solely or primarily on the basis of local
investment by the institutions. He added, however, that municipal officials would be
very interested in seeing understandable, periodic information on the lending practices
of local financial institutions and their perfonnance in the locality. He said that the
information would be most helpful to local officials in making responsible decisions on
where to invest public funds. His statement is in Appendix I.

Ms. Margot Saunders of the NCLSRC, at the February I meeting, proposed that an

appropriation be made to hire one person in State govemment to track the investments
in the State, by purpose and locale, made by depository institutions and to distribute
that information to local govemments in the State so that they may use that information
in determining where to deposit their funds. Her statement is contained in Appendix J.

Mr. Bruce Baker, a graduate student at Duke University, prepared a paper
evaluating components of a successful linked deposit program in North Carolina. This
report entitled "How Should North Carolina Evaluate a Linked Deposit proposal?,, was
presented to the Committee on November 13. A copy of his report is catalogued in the
L,egislative Library. The Committee Counsel also presented for the Committee's
information the Federal Financial Institution Examination Council's (FFIEC) Uniform
Interagency Community Reinvestment Act Final Guidelines, dated June 4, 1990. These
guidelines and supporting materials are in the September 24 minutes of the Committee
in the L-egislative Library.

The Committee at the September 24th meeting decided to take no action on the
issue of linked deposits.



Deregulation of Revolving Credit and

Credit Card Banks

At the first Committee meeting held on January 11 the President of the NCBA,
Mr. James M. Culberson, Jr., presented the following information: over 213's of the

3.9 million bank cards held by North Carolina customers are issued from out-of-state;
three of the major North Carolina banks have at least partially moved their credit card

operations to other states and others are considering the move; bank card earnings
averaged 1.9 percent of balances as opposed to 2.3% on real estate moftgages,2.4%
on consumer installment debt, and 2.8 percent on commercial and other loans. He

urged the Committee to recommend deregulation of credit cards and authorizing credit
card banks to allow greater flexibility in product packaging so as to differentiate
between the many cards now on the market. Mr. Culberson's statement is attached as

Appendix K.

Upon the Committee's request, the NCBA later supplied a table showing the
statutory authority for bank credit card rates and fees nationwide as of December of
1989. This table is found at Appendix L.

Mr. William T. Graham, the Commissioner of Banks, argued that the present l8%
cap on revolving credit does not work. He said that in a free enterprise system caps

and other restrictions are inappropriate in most instances. He cited two exceptions to
this general rule: the need for full and clear disclosure of the terms, and the protections
of a particular class of borrower -- the small loan customers. He was particularly
sensitive to the latter as he is the State official who is responsible for regulating
consumer finance companies. Mr. Graham suggested a possible answer to the problem
of protecting the small borrower or purchaser would be to put an interest rate cap for
the first $500 of credit. This would result in a blended rate for the credit card user.
His full statement is found at Appendix M.

At that same meeting, President of the NCRMA, Mr. William C. Rustin, Jr.,
urged the Committee to propose the deregulation of revolving credit as it pertains to
those stores offering revolving charge accounts, their own store proprietary charge card,
or contracting with an outside party for revolving account operations. His statement is
contained in Appendix N. He said that Kentucky, South Carolina, and Virginia have
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deregulated this type of credit, while Georgia and Tennessee have increased their cap to
2l%,leaving North Carolina alone as the single 18% intercst rate among this group.
Mr. Rustin later provided the Committee with a table showing the retail revolving
credit regulatory provisions of each state. This table is contained at Appendix O.

Mr. Philip A. [-ehman, Assistant Attorney General with the North Carolina
Department of Justice, said that the Attorney General is opposed to any significant
deregulation of consumer credit because he believes that it would effectively dismantle
the entire body of interest rate controls, for example, consumer finance companies
could escape regulation by using open-end credit plans. The letter setting forth the
position of the Attorney General's office in this regard is Appendix p.

Mr. Mal Maynard, an attorney with l*gal Services of the Cape Fear, presented

the testimony of Ms. Margot Saunders, Consumer Attorney with NCLSRC. Her
statement is attached as Appendix Q. Mr. Maynard expressed his and Ms. Saunders'
opposition to the proposed deregulation of open end credit. Among the reasons that he
gave for the opposition was that deregulation of retail revolving credit would effectively
repeal many of the consumer protection laws in the State, specifically, allowing finance
companies to charge higher rates of interest, permitting banks to do away with the
grace period on bank credit cards, allowing credit card issuers to charge higher rates of
interest. He questioned whether deregulation would bring many new jobs to the State in
view of the experiences of Louisiana and Georgia. He said that no credit card banks
came to louisiana and only one to Georgia (employing 50 people) when those states
passed enabling legislation. He expressed concern that the costs to the consumers of
this State of bringing a few jobs to the State by deregulation credit and establishing
credit card banks would be inordinate.

Ms. Saunders, Consumer Attorney of the NCLSRC, at a later Committee meeting,
presented a handout containing her estimates of various costs to consumers associated
with the proposed deregulation. She estimated the cost of eliminating the grace period
for 20Vo of the bank credit cards would be over $21 million dollars a year. She said
that if 20% of the credit card accounts lost their grace period and interest rates went up
3Vo to 2l% for 20Vo of the credit card accounts and 4OVo of the revolving charge
accounts, the cost would be in excess of $37 million. She said further that if 1000 new
jobs were created as a result of credit card operations moving into or enlarging in the



State, the cost to consumers would be, therefore, more than 937,000 a job. She
opined that such an increase would be unlikely in view of other states' experiences in
this regard. Ms. Saunders' handout is attached at Appendix R.

Mr. Warren Plonk of the Fiscal Research Division, upon the request of the
leadership of the committee, presented his estimates of the costs to this State's
consumers of various scenarios of credit deregulation. He estimated that for every
percentage increase in the interest rate for card credit issued by this State's commercial
banks, s&l's and credit unions, the interest costs would increase $7.777 million a year.
For a one percent increase in the interest rate charged for revolving credit, the
corresponding increase in costs would be $7.12 million a year. If the retail revolving
credit interest charged were to increase by three percentage points to 2lVo, he
estimated that the costs would increase by $21.84 million. Mr. Plonk said that his
calculations suggested that the annual benefit to this State's consumers of the 25 day
grace period for open-end credit is $60.01 million, that is, if the period were
eliminated their costs would increase by a corresponding sum. Finally, he estimated
that the cost, in excess of that permitted under North Carolina law, attributable to the
current use by the State's consumers of bank cards from out-of-state issuers not subject
to this State's interest rate ceiling ranges from $78.23 to $136.74 million. Mr. plonk's
analysis contained in Appendix S.

As introduced, Senate Bill 377 (Appendix A) would have repealed the prohibition
against solicitation, negotiation and payment of insurance premiums through credit card
facilities contained in G.s. 58-3-145 (previously codified as G.s. 5s-62.1). The
Committee asked Mr. Jim Long, the Commissioner of Insurance, his position with
regard to the proposed repeal. Mr. Bill Hale, the Chief l-egislative Counsel and
Deputy Commissioner, expressed the opposition of the Commissioner to the proposed
repeal. He opined that if credit card facilities having a large customer base were
allowed to solicit insurance in this State, it would result in reduced competition by the
insurance agents and higher cost and less service to the State's consumers.
Commissioner [-ong's letter to the Committee is contained at Appendix T. At a later
meeting of the Committee, Mr. Hale said that 33 states had statutes. administrative
rules, or attorney general's opinions which in some way restrict these functions. He
presented a table illustrating these states regulations (Appendix U). Mr. Ed Aycock,



General Counsel of the NCBA indicated at the February I Committee meeting that his
association would not request the repeal of G.S. 58-3-145.

Mr. Ed Aycock and other representatives of the NCBA, at the February l, 1990
committee meeting, recommended the complete deregulation of open-end revolving
credit for domestic lenders, while retaining the I ll27o per month maximum (the so-

cafled 18% per year) credit card rate for open end revolving credit for all others, and
the establishment of credit card banks. At that same meeting, the representative of the
NCRMA recommended for retail revolving credit, retaining the present grace period in
which to repay loans without interest; raising of the interest chargeable from I ll2 to I
314 % per month (the so-called 2l Vo per year) with a minimum $0.50 charge on the
unpaid balance; imposing a late payment fee of 5% of the payment due or $10,
whichever is less, with a minimum payment of $t; and granting the authority to
contract for credit life, accident, health or loss of income insurance in any consumer
credit sale. The elimination of the interest rate maximum, the grace period and the
limitation of a $20 maximum annual fee in the NCBA'S proposal, and the raising in the
interest maximum and minimum fee, the late charge, the authorization of solicitation
and payment of certain insurance on consumer credit sales as proposed by the NCRMA
were opposed by the Attorney General's Office, the Department of fnsurance, and legal
services representatives. The statement of Ms. Saunders in opposition to the proposed
bills of NCBA and NCRMA is contained in Appendix V.

Mr. Philip lehman, Assistant Attorney General, was requested to poll his
counterparts in the other Southeastern states to determine those states' actual prevailing
bank card and retail revolving credit rates. He said that the information he obtained on
prevailing market rates is anecdotal and informal. He observed that retail credit rates
were typically in the 2lVo raifiga, while bank cards varied from l8 to 2lTo generally,
with most being closer to l8Vo. He said that deregulation brought on a variety of fees:
annual, transaction, late, over-the-limit. These fees can be more costly than interest
but are much more difficult for the consumer to compute than a simple Annual
Percentage Rate (APR) comparison. He added that despite credit card bank
authorization, Virginia and Alabama reported having no credit card banks. Virginia
had attracted one such operation which subsequently moved to Ohio. Only one credit
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card bank has located in Georgia. Mr. I-ehman's memorandum is found at Appendix
w.

At the March 8 meeting, the representative of the NCRMA asked the Committee
to recommend to the 1990 Session only the first one of his earlier recommendations,
i.e. the raising of the interest rate in retail revolving credit from l8 to zlyo with the
minimum $0.50 charge on the unpaid balance. The Committee instructed its staff to
prepare a draft report incorporating this proposal as a recommendation to review at it
next meeting.

The Committee's meetings on September 24 and November l3th were devoted
primarily to reviewing the Committee's work to date. At the later meeting, Mr. Bill
Rustin with the NCRMA renewed his request made at the March 8 meeting. Mr.
Phillip lrhman of the Attorney General's Office presented a letter to the Committee
expressing that Office's position on credit deregulation (Appendix X). The bill which
he proposed was approved by the Committee. Mr. Aycock of the NCBA reiterated,
with some modifications, his earlier request for legislation for the deregulation of open-
end credit by domestic lenders and the establishment of credit card banks. The
Committee discussed the NCBA proposal at length.

Several amendments to the proposal were offered and accepted. The Committee
instructed its staff to present to the Committee at its next meeting a draft report with
both bills in correct form.

At the November 30 meeting, the Committee reviewed the draft report with
attached legislation and after making various amendments approved this Report.

l0



FINDINGS

The l,egislative Research Conrnrission's Committee 6n Creclit Carcl Deregulation.
credit card Banks. and Linkecl Deposit programs fincls that:

l. Access to creclit by use of creclit cards ancr open encr

useful and convenient seruice offerecl to consunrers
institutions, retail merchants ancl other lenclers.

accounts is a
by financial

2. The use of credit cards by consumers for financial transactions has
increased dramatically in recent years.

3- The credit card business is highly competitive anci is clemonstrably
less profitable than many other forms of consumer ancl 

"ornrn"r.iullending.

4. State statutes and regulations which unduly restrict the rafes of
interest ancl fees applicable to creclit carcl programs can limit the
availability of such credit to consumers.

5. Two-thirds of the states sonre 34 in all inclucling all
southeastern states. except Lor-risiana ancl Ftoricla. have either
deregulated revolving credit rates or have an interest rate ceiling
above the 18 % allowed by North carolina raw. Half of tliese have
deregulated revolving credit rates.

6- Approximately two-thircls of the 3.9 million bank creclit carcls helcl
by residents of North Carolina are issuecl From states other than
North Carolina.

7. In order to offer creclit card proclucts ancl seryices which meet the
needs of their customers and which are competitive in the national
credit card market. cefiain Nor-th Carolina tranks have movecl or are
considering mo'ing their creclit carcl operations out of North
Carolina.

8. To date, three of North carolina's largest banks have wholly or
partially moved their creclit carcl operations out of North Carolina to
states. including Georgia ancl Delalvare. whose creclit carcl laws

tl



9.

permit creclit card issuet's to ofl'er the choices of creclit car4 proclucts
and services demanded by creclit carcl customers.

The movement of creclit card operatior.ls by North carolina's
financial institutions to other states has resultecl in the loss of jobs to
North Carolina's citizens and the ross of significant revenue to our
State.

The movement of credit card operations by North Carolina financial
institutions to states which have less restrictive creclit carcl laws has

not resulted in an increase in interest rates on creclit carcls issuecl

from those states to North Carolina resiclents.

According to the testimony of the then-presiclent of the North
carolina Bankers Association. two states Georgia ancl Delaware.
which enacted progressive credit carcl laws earlier tlran nrost states.
have benefitted immensely fr-om such action. since cleregulating
credit card rates and fees. Delaware has aftracted the creclit carcl
operations of 34 out-of-state financial institutions. inclucling that of
one of North Carolina's largest banks. ancl has therebv createcl
8,000 new jobs in Delaware.

The statutory authority to establish limitecl purpose. credit carcl
banks in North carolina may encourage out-of-state financial
institutions to locate their credit carcl operations in this state.
thereby enhancing the employment opportunities available to our
citizens.

The extension of retail revolving creclit costs by a merchant costs
more that the extension of that credit by a bank uncler a credit carcl
because of four factors:

a- the merchant obtains the money to extencl creclit to its
customers by borrowing it fr-om banks;

b. when consumers make purchases with bank creclit carcls. the
bank takes a cliscount off the purchase price in settling with
the merchant. paying the merchant between 94 and 9g.7vo of
the actual charge;

r0.
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14.

c. banks are allowed an annual fee of $20 on their carcls whereas
rctail merchants are not:

d. the average barance for bank carcrs is 3 to 4 tinres
higher than retair carcrs. Nationailv. banks have an
average balance of over $1.100 a carcl while the average
retail card balance is $230. Therefore. the lranks
produce significantly higher revenlres per account than
retailers with the same seruicing expenses.

The retail revolving credit strlrcture in North carolina should be
consistent with the national trencl allowing the retailer the
opportunity to cover credit costs through creclit revenues. allowing
the maximum number of consumers tlre opportr-rnity to pr,rrchase on
revolving credit. while insuring that those .,who buy on creclit will
pay the frue costs of credit ancl its processing.

If deregulation leads to high interest rates for cretlit carcls ancl open
end accounts. it is estimatecl by the Fiscal Research Division of the
General Assembly that the cost to Nofih carolina consumers will
exceed $16 million per year for each one percent increase in annual
interest rates charged, or in excess of $49 million per year fbr an
increase of interest rates by three percent. f'om lg percent per year
to 2l percent.

Deregulation of credit carcl ancl open end accolrnts will allow
lenders to assess fees and charges which are not currently allowecl
under North carolina law after clisclosure of the fees ancl charges to
the card holder. For example. late f'ees. over the limit charges.
transaction charges. and higher annual fees. ,uvoulcl be allo,uvecl.

15.

16.
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RECON4 MENDA'II ONS

The Committee on Credit Carcl Deregulation. CrecJit Carcl Banks. ancl

Linked Deposits Programs recommencls that the l99l General Assemblv enact
the following legislation:

I. A BILL TO BE ENTITLED AN ACT TO MODIFY FINANCE CHARGE
RATES FOR REVOLVING CHARGE ACCOUNT CONTRACTS,
attached as APPENDIX Y. A secfion-bv-section analysis of the bill is
found at APPENDIX Z.

2. A BILL TO BE ENTITLED AN ACT TO AUTHORTZE CREDIT CARD
BANKS, TO AMEND THE RATE OF INTEREST AND FEES
APPLICABLE TO CREDIT CARD ACCOUNTS. OPEN.END CREDIT.
AND REVOLVING CHARGE ACCOUNTS. anachecl as AppENDIX AA.
A section-by-section analysis of the hiil is fbr-rncl ar APPENDIX BB.

l4



APPENDIX A

GENERAL ASSEMBLY OF NORTH CAROLINA
1989 SESSTON

RATIFIED BILL

CHAPTER 802
SENATE BILL 231

AN ACT TO AUTHORIZE STUDIES BY THE LEGISLATIVE RESEARCH
COMMISSION, TO CREATE AND CONTINUE VARIOUS COMMITTEES AND
COMMISSIONS, TO MAKE APPROPRIATIONS THEREFOR, AND TO DIRECT
VARIOUS STATE AGENCIES TO STUDY SPECIFIED ISSUES.

The General Assembly of North Carolina enacts:

PART I. TITLE
Section 1. This act shall be known as ',The Studies Act of 1989.,

PART II.-----LEGISLATIVE RESEARCH COMMISSION
Sec. 2.I. The Lrgislative Research Commission may study the topics listed

below. Listed with-each topii_is the 1989 bill or resolution that origirially pr<iposed the
is.sue or study.and. the name of the sponsor. The Commission may donsidei ttrb original
bill or resolution in determining the-nature, scope and aspects of ihe study. The tdpics
are:

(5) Deregulation of Revolving Credit and Authonzation of Credit Card
Banks (S.B. 377 - Staton) and Linked Deposits (H.B.l9l0 - Locks),

Sec. 2.4. Committee
Commission Commirtee created ornnf;,i#iHlT * r il,H,ff#,,if t:':ilThff Tifi:
Commission each shall appoint a minimum of seven members.

Sec. 2.5. Reporting Dates. For each of the topics the Legislative Research
Commission decides to study-.under this-act or pursuant to G.S. iZO-EO.lZ(l), the
9gTmission may.report_its findings, together with-any recommended legislation, io the
1990 Session of the 1989 General-Assembly or the l99l General Assem6ly, or both.
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Sec. 2.5. Bills and Resolution References. The listing of the original bill or
resolution in this Part is for reference purposes only and shall ri'ot be deeriecl to have
incorporated by reference any of the substantive provisions contained in the original bill
or resolution.

Sec. 2.7. _Funding. From the funds available to the General Assembly, the
I-egislative Senvices Commission may allocate additional monies to fund the work bf ttre
Lrgislative Research Commission.

PART XXV.-----EFFECTIVE DATE
Sec. 25.1. This act shall become effective Julv l. 1989.
In the General Assembly read three times an"O ratified this the 12th day of

August, 1989.
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SENATE BILL 377
Banks and Thrift Committee Substitute Adopted 514189

Short Title: Credit Card Changes. (Public)

Sponsors:

Referred to:

March 9, 1989

A BILL TO BE ENTITLED

AN ACT TO AUTHORIZE THE LEGISLATIVE RESEARCH COMMISSION TO

STUDY DEREGULATION OF REVOLVING CREDIT AND AUTHORIZATION

OF CREDIT CARD BANKS IN NORTH CAROLINA.
The General Assembly of North Carolina enacts:

Whereas, legislation introduced during the 1989 Session of the General

Assembly, proposing deregulation of revolving credit and authorization of credit card

banks in North Carolina, raised important economic issues for the State; and

Whereas, the North Carolina Commission on Jobs and Economic Growth,

after examining identical issues, recommended in its 1988 interim report to the General

Assembly that the General Assembly deregulate revolving credit and authorize credit

card banks in North Carolina; and

Whereas, North Carolina is one of the leading states in the southeast in the

banking business with the credit card business alone having an annual payroll in excess

of thirty million dollars ($30,000,000); anO
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Whereas, restrictive laws in North Carolina have apparently led some banks

to move their credit card operations out of the State, with more likely to do the same,

resulting in revenue loss for the State; and

Whereas, deregulation is a complex issue that requires deliberate study in
order to determine whether it would result in either increased rates for consumers or
economic growth for the State, or both; Now, therefore,

The General Assembly of North Carolina enacts:

Section 1. The Legislative Research Commission is authorized to study all
aspects of deregulation of revolving credit and authorization of credit card banks, with a
view toward determining whether these actions would be in the best interest of North
Carolina. The Commission may consider the potential impact of these actions on

North Carolina's consumers, revolving credit industry, job market, and economic
growth, as well as other related issues. The Commission's study may include
examination of the experiences of states that have already deregulated revolving credit
and states that have already authorized credit card banks.

Sec. 2. The Commission shall make a final report of its {indings and
recommendations to the 1989 General Assembly, Regular session 1990.

Sec. 3. This act is effective upon ratification.
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HOUSE BILL 19IO

Short Title: Linked Deposit Study Funds. (Public)

Sponsors: Representative l,ocks.

Referred to: Appropriations.

May 10, 1989

A BILL TO BE ENTITLED
AN ACT TO CREATE THE LINKED DEPOSIT STUDY COMMISSION.

Whereas, the physical and economic health of all communities in North
Carolina is vital to the well-being of the State as a whole; and

Whereas, community development loans and programs play an essential role
in revitalizing depressed communities; and

Whereas, as federal programs to support community development disappear,
State and local governments are becoming increasingly interested in leveraging their
remaining financial resources; and

Whereas, financial institutions play a major role in providing capital for
housing and business development in the State's communities and thus in leveraging
scarce public resources; and

Whereas, the Committee on Interstate Banking, in its report to the 1989

General Assembly, found that "a significant number of diverse organizations and
individuals around the State believe that there is a serious lack of affordable credit and
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deposit services available to small businesses, rural communities, minorities, and low-

and moderate-income people and communities in North Carolina"; and

Whereas, this same Committee on Interstate Banking found, "That there is a

serious lack of information on which to base an objective conclusion about the extent of
access, cost and quality problems associated with banking senrices in North Carolina";
and

Whereas, all financial institutions have a continuing and affirmative

obligation consistent with their safe and sound operation to help meet the credit needs

of their entire communities, including low- and moderate-income communities; and

Whereas, to encourage financial institutions to devote more resources to

community development lending, local and state governments in the nation have

enacted Linked Deposit laws; Now, therefore,

The General Assembly of North Carolina enacts:

Section l. The North Carolina Linked Deposit Study Commission is hereby

created.

Sec. 2. Duties of the Commission. The Commission shall:

(a) Investigate Linked Deposit Programs in other states and localities as to

their impact and feasibility;
(b) Determine the feasibility of such Programs in North Carolina, at both

the State and local levels: and

(c) If Linked Deposit Programs for North Carolina are deemed to be

feasible, determine:

(l) The criteria to be used for assessing the community reinvestment

performance of financial institutions seeking to serve as depositories of
public funds including: lending for low- and moderate-income

housing, loans to community development corporations, loans to

women and minority-owned businesses, loans within lower income

communities for other commercial purposes, and operating loans for
family farms;

(2) The data to be collected from financial institutions to establish Linked

Deposit Systems;
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Appropriate systems for collecting, analyzing and disseminating such

data, at both the State and local levels;

The advisability of voluntary vs. mandatory reporting and rating
systems;

(5) Appropriate ways for State and local governments to tink community
reinvestment performance with selection of public depositories so as to
maximize the leveraging of private dollars; and

(5) How public access to such information can best be assured, while
protecting any necessary confidentiality of such information.

(d) Recommend how an advisory body at the State level for public
investments should best be structured.

Sec. 5. Reports by the Commission. The Commission shall submit a final
report of its findings and recommendations to the General Assembly on or before the
first day of the 1990 Session of the General Assembly by filing the report with the
President Pro Tempore of the Senate and the Speaker of the House of Representatives.

Upon filing its final report, the Commission shall terminate. The report of the
Commission shall summarize the information obtained in the course of its inquiry, set

forth any findings and conclusions, and recommend such administrative actions or
legislative actions that may be necessary. If legislation is recommended, the
commission shall prepare and submit with its report appropriate bills.

(3)

(4)
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MEMBERSHIP OF LRC COMMITTEE ON CREDIT CARD DEREGULATION,
CREDIT CARD BANKS, AND LINKED DEPOSIT PROGRAMS

LRC Member in Charge:
Rep. Harold J. '8ru' Brubaker
138 Scarboro Street
Asheboro, NC 27203
(919)629-sr28

Members

President Pro Tem's Appointments speaker's Appointments

Sen. James C. Johnson. Jr.
Co-Chairman
247 Church Street, NE
Concord, NC 28025
(7O4)784-8404

Sen. Robert C. Carpenter
180 Georgia Road
Franklin, NC 28734
(7O4)s24-s009

Mr. Robert Gase
305 College Stieet
Morganton, NC 28655
(704)438-4000

Sen. A. D. Guv
P.O. Box 34A 

-

Jacksonville, NC 28541-0340
(919)346-4171 (O)
(9r9) 4ss-2e80 (H)

Sen. Ralph A. Hunt
1005 Crete Street
Durham, NC 27707
(9r9\682-s259

Mr. John R. Jordan, Jr.
P.O. Box 2021
Raleigh, NC 27602
(9r9)828-2s0r

Rep. Joe H. Hege, Jr.
Co-Chairman
P.O. Box 833
Irxington, NC 27292
(704)249-9t4r

Rep. W. W. 'Dub' Dickson
718 Avondale Road
Gastonia, NC 28054
(704)864-r23r

Rep. Lyons Gray
P.O. Box 10887
Winston-Salem, NC 27108-0887
(919)773-1600

Rep. Sidney A. Iocks
200 Dupont Circle
Greenville, NC 27834
(9r9)752-7s01

Rep. H. Clayton t oflin
1425 Medlin Road
Monroe, NC 28110
(704)289-4ss4

F:p.-}. [ggene_'cene' Rogers
908 Woodlawn Drive
Williamston, NC 27892
(er9)7e2-424s (H)
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Sen. William W. Staton Rep. Edward N. 'Ed' Warren
P.O. Box 1320 227 Country Club Drive
Sanford, NC 27330 Greenville, NC 27834
(9t9)77s-s6r6 (919)758-1543

Staff: Clerk:
Terrence D. Sullivan Cindy Coley
Research Division Legislative Building, Room 1403
(919)733-2578 O: (919)733-s788

H: (919)782-7437
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Attorney General's Office
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Phone: (919) 787-9520

Mr. Edmund D. Aycock, General Counsel
N. C. Bankers Association
Post Office Box 30509
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Albenarle Building
Ralei9h, North Carolina 27603-1399
Phones (919) 733-3951

The Honorable WiIIiam T. Grahan, Commissioner of Banks
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Mr. sIlis Hankins, General Counsel
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Post Office Box 1488
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APPH\]DIX D

THE NEED FOR AN INCENTIVE SYSTEI{ POR PUBLIC DEPOSITS IN NC

Background

Each year, state and local governments in North Carolina
collect millions of dollars in taxes and fees. These funds are
invested and deposited until they are needed to pay for
appropriated expenses. Traditionally, two criteria have gruided
the investment or deposit of the public funds: safety and rate
of return. More than 11 states (including Alabana, Iowa,
Louisiana, Missouri and West Virginia) and some cities have
established laws and programs that recognize a third criteria --
reinvestment. Several of these programs have operated for more
than 20 years.

By using reinvestment as a criterion, state and local
governments seek to encourage private financial institutions
receiving public deposits to invest capital within the city and
state. This often means loans for srnall business, affordable
housing and agriculture. States and cities are recognizing that
public deposits can effectively leverage additional private
dollars. Ptrblic funds can be used to advance public Aoals
without actually spending then.

Public deposit programs have been used to pursue a number of
public policy goals:

* To draw the attention of financial institutions to the
credit and financial serrrice needs of their communities;

* To keep capital at rr-ome to build local economies, whether
in cjties, in the rural areasr oE in the state;

* To encourage and,/or capitalize particular Ioans or loan
programs targetted to meet local development needs;

*To establish greater public accountability in the depository
process.

Tlpes of Linked Deposit Prograns

There are three basic types of reinvestment-oriented. public
deposit programs: screening programs, reward programs, and
targetted lending programs.

Screenincr procrrams establish perfor:nance standards for
deterain5-ng the eligibility of financial institutions to receive
public deposits. Public deposits are used as both a carrot and a
stick. Poor reinvestnent performance results in the withholding
of public deposits, while acceptable reinvestment performance
results in the granting of public deposits.
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A screening Progran requires sufficient data to evaluate thereinvestmenl perfomance -of financial institutions. Data'
requirernents generally include reporting by census tract (or zipcode or county if not tracted) the number-and dol-Iar amount ofa-ll consumer, conmercial and reside,ntial loans and savings andchecking accounts. Much of this data is currently collected byfinancial institutions to meet the requirements- of the HonL
Mortgage Disclosure Act and the regulatory agencies.

A screening progran must also include mandatory analysis ofthe data to be collected. Quality of data and enforcement ofanalysis have been shown to be more critical to a successful
program than the sheer volurne of data.

Resard- programs go a step beyond screening programs byactually distributing public deposits based upon the ieinvestmenlperformance of financiar institutions, rather than mereryscreening out those institutions that do not rneet minimurn
standards. Reward programs reguire financial institutions to
compete for public deposits which are allocated on the basis of ascoring systern. rn L97 6, colorado rnade reinvestrnentconsiderations part of the state,s criteria for placing public
deposits. Deposits for over a year were made on the basis of
both interest rate and reinvestrnent considerations. A scoring
systern wqs devised in which banks were given credit for theii
Iending in a nunber of areas including Saa loans, agricultural
roans, loans for low cost housing, students loans and overarr
loan to deposit ratio.

Targetted Lending proEranns allow for discretionary funds to
be deposited in such a way as to support programs of -particular
p9bIic benefit. These programs are oiten charactLrized byfrexibre terms, below-market rates and carefur targetting tospecific credit needs. These programs are usually a srnall sibset
of total pubrj,c deposits. rn sone states, tha total annuardiscretionary deposit amounts available ire a predetermined
dol}ar amount; in other case they make up a percentlge of totaldeposits. rn Louisiana, the stata Treasuier rnay inveit up to $19rnillion in targetted lending programs; in Miss-ouri g33o -million
may be used as deposits linked to agricultural and srnall business
Ioans. In both lowa and Ohio, the State Treasurer may invest upto 3-o percent of the staters deposits in such programs.

The effectiveness of these programs is tied to the ability ofthe State Treasurer to make deposits at below market rates -and
for longer tenrs.

There are clear benefits that accrue fron such programs. Forthe comrnunities se:rred by these deposit-leverlged lendinginitiatives, the housing -and jobs that resurt ire tangibr6benefits. For the banks,.the availability of a stable delositover several years, along with a concession in the interest iate,
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served as an incentive to conduct the loan or loan program. Such
programs may result not only in lending initiatives that would
not othenrise take pIace, but may open financial institutions to
an entirely new outlook on lenaing as well as to new
relationshlps with comnunities and conqunity developrnent
organizations.

Tbere are clear benefits for state government. Ttre rnost
obvious benefit is tie ability to advance econonic developnent
goals vittrout actually spend.ing tax revenues. There are, of
course, Iost opportunity costs involved in linked deposit
programs in which a state agrees to accept below-market interest
rates, and State Treasurers are often reluctant to forego maxinum
interest earnings on state deposits. I{hile the efficient use of
taxpayer funds is a legitiurate concern, interest earnings should
be weighed against new business incone and real estate taxes that
may be generated from th.e lending programs leveraged by the
public deposits.
Iearnings From Ottrer States

Following are the key elenents necessary for
Iinked deposit program.

* Estab].ish Reinvestment Goals. In screening and reward
prog:rams, goals will be expressed in the tlpe of factors
considered for selecting and distributing deposits. In
targeted deposit programs, goals will be expressed in the
kinds of lending programs that gualify for special awards.
Such goals could include: increased lending in rural
areas, in ninority com:nunities, to small farmers, and for
snall businesses. Other possible goals include affordable
deposit and financial se:rrices, and goals related to the
state's or city,s own financial se:rrices needs such as the
purchase of bonds and the handling of securities.

* Set Svaluative Standards. Once goals are established,
standards must be developed to enable adninistrators to
assess an institution,s eligibility and to award deposits.

* Institute Appropriate Data Collection and Analysis
Requirenents. Since few state or city agencies have -the
capacity to undertake massive research projects each year
in order to make depository selections, the- data component
should be of a scale that is both manageable and
rreaningful. Disclosure requirernents nust be clearly andprecisely defined. Anong the tems to be defined are
timeframes (annual, calendar year), reporting unit (census
tract or county), various types of loans and deposits, and
instructions on how to deal-with anbiguities such as where
to book a conmercial loan (central office or site of end
use?) and how to report a loan participation.

an effective
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* Provide Clear and Sufficient Legislative Direction.
Public officials should clearly spell out the full
requirenents of the program and designate responsibifity
for carrying out necessary tasks, even though state
treasurers or city financial officers may be able to
establish nehr public deposit programs without new
legislation.

* Institute Cornmunity Access. Public accessibility to data
collected by screening and reward systens allows Lornnunitygroups to determine the effects of depository decisions
upon their own 1ocalities.

* Establish Regrular Progiran Evaluation. There needs to be a
formal process for reviewing the program. Other cities
and states have had the experience of collecting large
amounts of data but of only using the data in a very
linited way to affect deposit decisions.

* llake Deposits Attractive to Financial Institutions.
F'ublic deposits that are short in duration, call for a
naximun interest rate, and require more than lOOt
collateralization by government securities wilL not
attract private depository institutions and therefore will
not se!:ve as an incentive for leveraging the lending or
financing sought by the governnent. Pubtic deposits can
be made attractive to financial institutions without undue
risk to public funds. Foregone interest earnings should
be weighed against the public benefits they induce as weII
as the costs that would have been incurred by producing
such benefits through alternative prograrnmatic efforts.

In gum, an effective linked deposit program works by
encouraging private financial institutions to live up to theii
community reinvestment responsibilities, to seek out unfamiliar
under-invested markets, to fom new partnerships with community
development organizations, and more generally, to attend to the
needs of their communities. While urany cornmunity problems cannot
be sorved by affordable credit and investment, pubric deposit
progrrams carry great potentiar for addressing those which can.

Recommendations for the Linked Deposit Study Commission

Tg ur99 members of this Study Comrnission to seriously
consider linked deposits programs as a way to further publilpurposes by leveraging private funds without additional putrlic
expenditures. At a tinre of budget deficits and cutbacks inexpenditures, pubric deposits piovide state and municipal
governrnents with a means for pursuing public goals without
collecting additional revenues.

D-4



*'ryT 
1

More specifically:
1. voluntary programs. Any programs developed shourd be'

voruntary ones. Thus, disclosure of a bankTs reinvestnent
activities is not rnandatory. rt is the carrot necessary
to pursue public deposits.

2. Data base necessara/. In order for an effective progran tobe developed, the state must collect data to assess afinancial institution,s reinvestment perfomance. Thisdata should be made available to loca1 grovernments, aswell as to the public. The data should provide
information about tue furr range of }ending and bepositactivities location, terms ind amounts. I{e need toknow how our public deposits are working for us. Dle knowthat _they are safe and sound, but we do not know if theyare leveraging maximurn private resources for economic and
community developnent.

3. Rating systen based on performance. The state shouldestablish a cornrnunity reinvestment rating system thatj_oins rate of return and security as necessar? conditions
for securing pubtic deposits. This rating systen should
incorporate the data collected annually fron Ltre tinancialinstitutions. The experience of other states with such
rating systems should be closely studied.

4. Researctr need for enabling legislation. we also suggest
that the Commission examine whether local enaEting
regislation wirr be necessary for cities and counties to
develop }inked deposit programs at the local level.

Debby Wamen, 'N. C . Legal
Box 27343, Ra1eigh, NC 276IL.

January, I990

Services Resource Center, Post Office
(919) B2r-0042.
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Surnmary of State Laws - Linked Deposits

A1abarna -- Lfuked Deposit Act

BilI #: HB 7O9 (enacted 5/89, r Act 89-882

This bill creates a linked <ieposit program to make low-interest
loans to gualified borrowers. ft also removes certain percentage
restrictions on available investrnent portfolio funds used for
these loans.

Illinois -- Deposit of State Monies

fII. Ann. Stat. ch. 13O, para.ZO.L et seq.

For the Cornmunity Senrices Progran, deposits are avrarded
according to past perfornance in 13 loan categories. Under the
Specific Opportunity erogram, deposits are alrarded to
institutions that wiLl make loans for such projects as low income
housing and disaster reconstruction. The State Treasurer nay make
below-market rate deposits in an institution that documents the
use of deposit funds for community development projects.
Iorsa -- Linked Deposit Act
Iowa Code Ann. sec. L2.3L et seq.

The State Treasurer may invest up to 1O* of the state pooled
money fund in lending institutions at not more than 3* below the
current market rates. Loans are for faraing. and suall business
pur?oses.

Iouisiana -- Linlced Deposit kogrran

Ira. Rev. Stat. Ann. sec. 492327.L

This program encourages banks to grant 1ow-interestagricultural production and snall business purposes.
deposits are l.inked sittr a specific loan application
up to 38 below market.

ltassacbusetts - Link Deposits

Ioans for
The

-- both at

Mass Gen. Laws Ann. ch. 29, sec. 34, ch 167, sec. 15; Mass Treas.
Dept., Link Deposit Program Guide.

This progau, established in L978, Iinks the privilege of
receiving deposits of state funds to reinvestraent perfo:mance.
Financial institutions seeking state deposits are ranked
according to a fomula which takes into account interest rate,
in-state deposits, in-state loans, and loans to smal-I businesses,
students, tax-exernpt organizations, community development
organizations, and residential loans in lower income census
tracts. Financial institutions are separated into large
com:nercial banks, smal.J-er coynhercial banks and thrifts.
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uichigan -- Investment of Surplus Fund,s

Mich. Comp. Laws Ann. sec. ZL.L42(a)

The state may-make total 1inked deposits of $ZOO nillion/year foragricultural-loans to ownLr-operator farmers. Below market rateIoans are permitted.

Hissouri -- Linked Deposits

Mo. Ann. Stat. sec. 3O.Z5O et seg.

The State Treasurer_pgy invest up to gggo nillion ($reo nillion
f"-r fa:ming, $55 nillion for srnail business, and $iio nirrion forjob enhancement businesses): -The state respond.s to linked depositrequests from financial institutions for stall businesses. fhestate may place deposits at 3t belos market rate interest with adeposit agreement that rinks the period of deposit and berowmarket rate for the term and inteiest rate of- the particurar
Ioan.

lrlontana -- Preference to rn-state rnvestrnent Fims
Mont. Ann. Code. sec. LZ-6-2LL.
only investment firas or financial institutions located in thestate are eligible-for state deposits. The Board of Investmentsnust give due consideration to investrnents which wrll benefit thesmaller conmunities in the state.
Ohio -- tinked Deposit Eogram
Ohio Rev. Code Ann. sec. 135.61 et seg.

The state Treasurgf Eqy invest up to 1ot of the staters totalinvestment portfolio in tinred dlposits, not to exceed Sroonirrion. The state responds to rlquesti fron financialinstitutions for snalr businessesr -creating or prt!"nrirg jobs.
The state Tay place deposits at up to g* betohr iarket rateinterest with a deposit agreement requiring the linked loans at3t below market rates
West Virginia -- Linked Deposit Act
BiIl #: SB 621 (enacted 4/agl
The Director of . Bank_ing must approve all linked deposit loanpackages._The state Treasurer ana office of community andrndustriar Development are arso invorved in the pio"Lss.
Wyoming -- Link Deposits and Investments
Wyo. Stat. sec. 9-4-382; 1986 Wyo. Sess. Laws, ch. 5.
The state TreasuTe_r Tay deposit or invest up to $roo milrion ofstate funds in linked deposits, respond.ing Lo requests from

APPM{DIX
-2-
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financial institutions for commercial or agricultural loans thatcreate/preserve jobs in the state. Maximum-linked roans is
S7SO, OOO,' ::>:1:.';;.. (but ..-i-l:l - ,n is 5 yee:-:. tl-: state
linked deposit must earn the sane belon-marfet rate of interestthat the financial institution charges the bororower, up to 3t
below the market rate.

Cities with l{unicipal Depository Ordinances

Chicago, ILt -- }{unicipat Depositories
rn addition to deposit-insurance, capitar stock and surlrruslevels, banks are required to diiclo-se detailed informalion andpledge to.uphold community reinvestment standards, to be eligiblefor rnunicipal deposits. Disclosure includes resid6ntial, conluner
and comnercial loans.
Hartford, qf -- Depository Ordinance

This ordinance regurates the process for detemining theerigibility of financial inst-itutions to receive delosits of
rounicipal funds. It requires financial institutions-to discloseinfotmation on both their residential and commercial lending, andcalls for the gity manager to anaryze the data and to certiiy
those institutions whicf, are quali-fiea to receive deposits. ttre
ordinance allows both for financial institutions to lppeal
adverse rulings and citizens to file grievances against citydepositories.'

Note: This information was prepared by the NC regal senrices
Resource Center wittr assistancb fron the Woodstock Institute andthe Nationar center for poricy Alternatives. For moreinforaation, contact Margot noten or Deborah warren, (919)
82L-OO42.

D-8



APPENDIX E

TESTIMONY

by

ABDUL RASHEED
EXECUTIVE DIRECTOR

NORTH CAROLINA ASSOCIATION OF COMMUNTTY DEVEI,OPMENT CORPORATIONS
RAT.EIGH, NORTH CAROLTNA

Before the
NORTH CAROLINA GENERAL ASSEMBLY

STUDY COMIT{ISSION ON CREDTT CARD DEREGUI,ATION AND LINKED DEPOSITS

January 11, L99O
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I. Introduction
Senator Johnson, Representative Hege, Representative

Brubaker, members of the Credit Card Deregulation and Linked
Deposits Study Cornmission, my name is Abdul Rasheed. I am
speaking to you in rny capacity as Executive Director of the NC
Association of Community Development Corporations, Chairperson of
the Center for Conmunity Self-Help (parent of the SeIf HeIp
Credit Union) and long time board member of the NC Coalition of
Rural and Farm Families.

I represent constituencies concerned about the economic
development of our State, about the flow of credit to rural,
minority and low-incorne conmunities. I would tike to mention the
recent decision by the Federal Reserve System concerning First
Union Corporation's application to acquire Florida National. I
guote from the the Federal Reservets Order:

Based upon its examination of these banks, the oCC (office
of Comptroller of the Currency) concluded that a number of
First Union subsidiary banks had an overall CRA rating
that was less than satisfactory... In reviewing the CRA
factor in this case, the Board believes that the results
of the Occ's examination findings regarding the past CRA
performance of First Union's subsidiary banks, if
considered alone, would require a negative finding under
the convenience and needs factor...The Board will
carefully examine future applications by First Union to
deternine its progress in fulfilling its CRjA obligations
and commitnents, and believes that First Union should not
consider further bank expansionary proposals until it has
demonstrated actual and sustained progress in inproving
its CRA performance.

rI. fntroduction to Linked Deposits

A. What are Linked Deposits?
L. We nant the biggest bang for our public buck. The

first way the State Treasurer does this is by seeking the most
conpetitive rate of return on public deposits. (Total public
deposits as of June 30, L988 in NC hrere 52.4 billion - that's
almost 4* of all bank deposits in tlC. ) The second way is through
Linked Deposits. It is sirnply continuing the effort to maximize
the state's returns on its public deposits.

2. Take this situation. Bank A and Bank B both want a
piece of the state's deposits. They are offering identical
security and rate of return. Bank A, however, has an excellent
record of reinvesting its deposits back in the various
communities of the state. Bank B has a mediocre record. WeIl, it
makes sense to award the public deposits to Bank A. The state
gets a greater multiplier by putting its funds in Bank A. Bank A,
if its past record is any guide, will use those deposits to make
loans for affordable housing, small businesses, farms and other
ventures that create incorne and employment for people in North
Carolina. Bank B, if its past record is any guide, will place
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some of ttrose deposits in out-of-state entities or even
international markets. Bank A is enabling the State to use its
public funds to generate income and jobs for its poorer and rural
communities, without an appropriation.

3. More than 1l- states (including A1abama, Texas, fowa,
Louisiana, Missouri and West Virginia) have established laws and
programs that recognize the possible reinvestment nultipliers
that public deposits can have. They have set up some form of
linked deposit program. we believe that North Carolina should do
the same. Linked Deposits means sirnply that the decision to
select a financial institution for public deposits is, in some
wdy, based on the reinvestment performance of that bank.

III Setting up a Linked Deposit Progran

A. Three ingredients: I) the banks
public deposits; 2) there needs to be a
bank's reinvestment performance; and 3)
system for analyzing and disseminating

need to care about getting
way of measuring the
there needs to be a

the information.
B. Banks need incentives. L. We did some preliminary

analysis. The data is several years old but I don't think the
numbers have changed. What percentage of a bank's NC deposits
come from the public sector, both state and local? For year-end
l-986, 5* of Wachovia's, 2.62 of FIINB's, and L.4Z of NCNB's
domestic deposits come from public sources.

For the second tier of banks, the percentages range from 48
for Peoples and Planters to 7.8* for UCB. For the little banks,
public deposits are often very important. The Bank of Granite --
L3.2Zi The Bank of Currituck - L7.52; Colurnbus National Bank -
2L*, Lumbee National Bank - 338.

fn sum, public deposits matt.er to rnany of our banks.

2. Linked Deposits are also a way of increasing the astareness
of the public and financial institutions about reinvestment
activities. It enables depositors to make a choice of where to
put their money. It's like the Good Housek€eping SeaI for
financial institutions.

C. The State needs information on ttre bank's perfontrance.

1. We're in luck here. The federal government, through
the recent S & L bailout legislation, now requires the regulators
to make their evaluations of financial institutions' reinvestment
performance public information. This will be available beginning
JuIy 3-, 1990. we now have a public source of inforrnation,
reguired by the feds. This gives NC an opportunity to make use of
this important information.

We may want to supplement that information.
about that later.

E-3
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D. Anatyzing and disseninating ttre information.

1-. It's important to keep this sinple. The State
Treasurer and the Banking Cornmissioner have enough to do already.
If the system is too complex, its costs wiII outweigh the
benefits to the state, Perhaps we should place whatever
administrative responsibilities there are on the state agency
nost interested in the results of this infornation, the
Department of Economic & Community Developnent, for example. If
the benefits of a Linked Deposit proltram are increasing the
economic well-being of the state, particularly those parts
traditionally neglected, then our former Commerce Department may
make the most sense

Experiences in other states have shown sinplicity to be the
key to an effective Linked Deposit program. But there rnust be a
state agency charged with the responsibility to analyze and
disseninate-this data to the entities most interested, including
the public and local governments.

Iv. Tlpes of Linked Deposit Programs

A. 3 basic types: screening, reward, and targeted lending
program.

B. Screening: In this type of program, hre sinply exclude
those financial institutions with unacceptable performance
ratings in reinvestment. The federal ratings could be used. These
institutions could not bid for public deposits.

C. Reward: These programs take it a step further. They seek
to maxirnize the fiscal return to the state -- the multiplier for
public deposits -- by rewarding financial institutions whose
reinvestnent patterns wiII mean more investrnent, income and jobs
in communities in North Carolina.

D. Targeted lending: These target specific portions of the
state"s portfolio for specific purposes. In Missouri, for
example, the state Treasurer may invest up to $330 million in
banks making specific loans for agricultural and small business
purposes. In Iowa and ohio, the State Treasurer may invest up to
10 percent of the state's deposits in such programs.

V. Cost - Benefit analysis

A. In some states, the Linked Deposit program is used to make
below market money availabLe for specific types of rrdevelopmental
loansrr. Your first reaction probably is 'no'. We are responsible
for getting the highest rate of return. Let me change your
position by laying out a specific example.

1. Let's take a $L nilIion deposit. Let's take the
extreme
positions of financial institutions in their loan to deposit
ratios statewide. one has a 7ot ratio; the other 3ot. I wiII not
go through the calculation now, but when we look at typical
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rnultiplier effects of money and state tax revenues, w€ find that
the bank with the much higher loan to deposit ratio generates
$14,000 more in tax revenues (through nultipliers)
than the other bank. Taking that a step further, we will argue
that the state could receive up to l-.4* less on its $1 nillion
investment from this bank, passing that }ower rate of return on
to particular consumers, and still come out even.

2. fn sum, a Linked Deposit program increases the rate of
return to the State of its public monies.

3. A rewards type program, therefore, will maximize the
fiscal return to the State.
Vf. Ioca1 Government

A. Local governments have also set up Linked Deposit
programs. This study commission needs to find out whether
enabling legislation would be required. Regardless, the state
should play a role in naking the necessary data and performance
ratings available to the localities.
vII. Sunmary

f urge members of this Study Commission to seriously consider
Linked Deposit Programs as a way to further public purposes by
leveraging private funds without additionat public expenditures.
At a tine of budget deficits and cutbacks in expenditures, public
deposits provide state and municipal governments with a means for
pursuing public goals without collecting additional revenues.

An effective Linked Deposit program works by encouraging
private financial institutions:

I) To live up to their community reinvestment
responsibilities;

2) To forn new partnerships with }ocal development
organizations;

3) to seek out unfamiliar, underinvested markets; and
4, to grenerally attend to the needs of their communities.
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f;tate uf North flarulina
pepartment nf $tate @.rtasurtr

Inuestment arLd Brmking Dirision

HARLAN E. BOYLES
TR€ASURER

C. DOUGLAS CHAPFELL
DEPUTY TREASURER

January 25, L990

JAN :e ,tgg.O

iGENERAL RESTAROH Di\'IsIOff
Mr. Terrence D. Sullivan
Director
Research Division
North Carolina General AssemblY
Legislati-ve Services Office
2]-29 State Legislative Building
Raleigh, North Carolj.na 275LL-9L84

Dear lvlr. Sullivan:

This is in response to your inquiry about the State
Treasurerrs Six Month Certificate of Deposit and Savings
Certificates Program at the last meeting of the Legislative
Research Commissions Committee on Deregulation of Credit, Credit
Card Banks and Linked Deposit Prograrns. Outlj-ned below are the
guidelines under which j-nvestments in certifj,cates of deposit and
savings certificates may be made by the State Treasurer j-n North
Carolina banks and savings and loans

1. Funds may be invested in certificates of deposit issued by
banks organized under North Carolina law or banks having
their principal office in this state, in amounts compat-
ible with the applicant j.nstitution's capital adequacy.
However, in no case shall the amount exceed fifty percent
of the "Total Equity Capital," as reported on the bank's
most recent quarterly report of condition submitted to the
FDIC.

2. Funds may be invested in saving certificates issued by
savings and loan associations organized under North
Carolina Iaw or by federal associations having their prin-
cipal office in this state, in amounts compatible with the
applicant institution's capital adequacy. However, in no
case shall the amount exceed fifty percent of the institu-
tionrs t'Net Worth," as calculated on a GAAP basis-

3. A1I amounts above the insurance coverage shall be fully
collateralized in accordance with the collateralizati-on
rules codified in the North Carolina Administrative Code-
Title 20, Chapter 7. The State Treasurer warrants to the
financial institution that the funds represented by the
certificate(s) are puJrlic deposits subject to the Collater-
alization Rules.

F_t
325 North Salisbury Street, Raleigh, North Carolino 27671

An Atfirmatioe Action/Egual Opportunitg Emploger
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Mr. Terrence D. Sullivan
January 25, 1-990
Page 2

5.

tf
office.

4. fnterest rates are determined by the State Treasurer as
provided by law and are revised as necessary, so as not to
be less than yields available on U. S. Treasury and/or
Agency securities of comparable maturity. Interest due on
mituring certificates is calculated on the actual number of
days from issue date to maturity date (using a 360 day
Oaiis with no compounding), and is remitted on maturity
date through the Automated Clearing House. The financial
institution establishes an account against which the
State Treasurer may submit an ACH debit.

Certificates are issued with a fixed maturity date,
which is the first ThursdaY following the 179th day
after issue date, unless such day is a holiday, in which
case the maturity date is determined by the State
Treasurer.

Certificates are issued to "Treasurer Of fhe State Of
North Carolina."

The financial institution, upon issuing the certificate,
agrees to reimburse and hold harmless the State Treasurer
from and against any loss, arising from any actions or
omission of actions of the instj-tution, in regards to the
timely and proper remittance of interest and/or principal
at maturity date,

Certificates (or advices evidencing a book entry) are held
in custody by the State Treasurer and are returned to the
issuer properly endorsed on or before the maturity date,
together with a notice stating the amount of interest due
and the terms at which the certificates may be reissued.
For certificates not being reissued, the principal amount
is remitted by wj-re transfer to a Raleigh bank designated
by the State Treasurer. The institution advises the
Treasurer's office by telephone of any intent not to re-
issue the certificate. The option to reissue the certific-
ate at maturity may or may not be offered by the
Treasurer.

you have further questions, please feel free to contact our

6.

7.

8.

cDc/bf
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. Statement of
THOMAS A. BENNETT

Vice Chairman and Chief Operating Officer
Wachovia Bank and Trust Company, N.A., and

President-Eleet, North Caro[na Bankers Assoeiation

Presented to the Credit Card Deregulation and
Linked Deposits Study Committee on

January 11-, 1990

GOOD AFTERNOON.

SENATOR JOHNSON REPRESENTATIVE HEGE MEMBERS OF

THE CREDIT CARD bNNNCUT,ATION AND LINKED DEPOSITS STUDY COM.

MITTEE, MY NAME IS THOMAS A. BENNETT, AND I AM VICE CHAIRMAN

AND €HIEF OPERATING OFFICER OF WACHOVIA BANK AND TRUST

COMPANY, IN WINSTON-SALEM. I AM APPEARING BEFORE YOU TODAY IN

MY CAPACITY AS OF PRESIDENT-ELECT OF THE NORTH CAROLINA

BANKERS ASSOCIATION.

I WANT TO THANK YOU FOR THE OPPORTUNITY TO TALK WITH YOU

FOR JUST A VERY FEW MINUTES ON THE SUBJECT OF LINKED DEPOSITS.

AS I UNDERSTAND IT, THE IDEA BEHIND LINKED DEPOSITS IS TO ASSIST

IN MAKING MORE FUNDS AVAILABLE TO LOW INCOME BORROWERS AT A
LOWER RATE OF INTEREST.

CERTAINLY, THE THOUGHT OF LOWER INTEREST RATES IS ATTRAC.

TIVE, AND THE MOTIVATION TO PROVIDE SPECIAL ASSISTANCE TO THOSE

G-1
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WHO ARE LESS FORTUNATE IS LAUDABLE. BUT OUR FINANCIA], SYSTEM

WORKS IN A DELICATE BALANCE, AND ANY SOCIAI,LY ORIENTED PRO-

GRAMS MUST BE CONSIDERED WITH THE ECONOMIC WELL.BEING OF ALL

OF OUR CITIZENS IN MIND.

IN OUR ECONOMIC SYSTEM, THE MARKETPLACE IS THE VEHICLE

THROUGH WHICH INTEREST RATES AND THE AVAILABILITY OF FUNDS IS

DETERMINED. I BELIEVE THAT IN THE STATE OF NORTH CAROLINA, THE

MARKETPLACE HAS BEEN EFFICIENT IN ALLOCATING FUNDS. I ALSO

BELIEVE THAT THERE ARE NOT MANY INSTANCES IN WHICH A CREDIT

WORTHY BORROWER HAS BEEN UNABLE TO SECURE FUNDS.

BUT THE QUESTION BEFORE THIS COMMITTEE IS ''SHOULD FUNDS

ENTRUSTED TO THE STATE OF NORTH CAROLINA BE USED TO SUBSIDIZE

LOW INCOME BORROWING AND POSSIBLY, SHOULD THESE FUNDS BE

USED AS LEVERAGE TO FORCB FINANCIAL INSTITUTIONS TO MAKE ADDI-

TIONAI LOANS TO LOW INCOME GROUPS?'I

NOW THBRE HAVE BEEN SOME PRETTY GOOD ARGUMENTS PRESENTED

HERE TODAY AS TO WHY IT IS NOT SUCH A GOOD IDEA TO EMPLOY

STATE FUNDS IN THIS WAY. I CANNOT IMPROVE ON THE STATEMENTS OF

OUR TREASURER AND OTHERS WHO HAVE REMINDED US THAT THOSE

FUNDS CARRY OTHER IMPORTANT OBLIGATIONS WHICH SHOULD NOT BE

OVERLOOKED IN OUR ENTHUSIASM TO INCREASE THB FUNDS AVAILABLE

-2-
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FOR LOW INCOME BORROWING. OF COURSE, THERE ARE AISO INHERENT

COSTS TO THE GENERAL PUBLIC INVOLVED IN A LINKED DEPOSIT PRO.

GRAM.

FROM THE STANDPOINT OF THE BANKING COMMUNITY, THE CON.

CERN IS THAT WHAT WE ARE TAIKING ABOUT IS GOVERNMENT INTER-

VENTION IN THE SYSTEM FOR ALLOCATING FINANCIAL RESOURCES. AS

AN INDUSTRY, WE ARE TOTALLY OPPOSED TO CREDIT ALLOCATION

WHETHER IT IS OVERT OR DISGUISED. IT IS CONTRARY TO THE PRINCI-

PLES OF OUR FINANCIAL SYSTEM, AND IT IS NOT IN THE BEST INTER-

ESTS OF THE CITIZENS OF NORTH CAROLINA.

THE FINANCIAL STABILITY OF OUR STATE AND LOCAL GOVERN-

MENTS IS A PRODUCT OF SOUND INVESTMENT PROCEDURES, THE CAPA-

BLE LEADERSHIP OF OUR STATE TREASURER, MR. BOYLES, AND OF THE

FISCAL RESPONSIBILITY OF OUN GENERA], ASSEMBLY.

THE IMPLEMENTATION OF A LINKED DEPOSIT PROGRAM WOULD

DRAMATICALLY AITER THE INVESTMENT POLICIES AND PROCEDURES FOR

THE INVESTMENT OF PUBLIC FUNDS. HOUSE BILL 1910 CLEARLY CON-

TEMPLATES A LINKED DEPOSIT SYSTEM WHICH WOULD REQUIRE THE

TREASURERIS OFFICE TO CONDUCT AN EXTENSIVE EXAMINATION OF THE

COMMUNITY REINVESTMENT PERFORMANCE OF ALL FINANCIAI- INSTITU-

T]ONS SEEKING TO SERVE AS DEPOSITORIES OF PUBLIC FUNDS.

-3-
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INVESTMENT POLICIES WOULD NOT BE BASED SOLELY UPON OBJECTIVE

STANDARDS REI,ATING TO THE SOUNDNESS OF THE DEPOSITORY INSTI.

TUTION AND UPON THE QUALITY OF THE OBLIGATIONS SECURING THE

DEPOSITS, BUT WOULD INCLUDE SUBJECTIVE CRITERIA COMPLETELY

UNRELATED TO THE PROTECTION OF PUBLIC FUNDS.

IN THE PREAMBLE TO HOUSE BILL 1910, IT IS NOTED THAT I'AT.L

FINANCIAL INSTITUTIONS HAVE A CONTINUING AND AFFIRMATIVE OBLI-

GATION CONSISTENT WITH THEIR SAFE AND SOUND OPERATION TO HELP

MEET THE CREDIT NEEDS OF THEIR ENTIRE COMMUNITIES . '' INDEED,

FINANCIAI INSTITUTIONS DO HAVE AN IMPORTANT RESPONSIBILITY TO

MEET THE CREDIT NEEDS OF THE COMMUNITIES THEY SERVE. LET ME

EMPHASIZE MY FIRM BELIEF THAT IN NORTH CAROLINA THE CREDIT

NEEDS OF CREDIT WORTHY BORROWERS ARE BEING MET IN A RESPONSI-

BLE WAY BY THE BANKING SYSTEM.

CERTAINLY, IT IS IMPORTANT TO NOTE THAT A BANK'S RESPONSI-

BILITY TO OPERATE IN A SAFE AND SOUND MANNER IS ALSO VITAL. I
SUBMIT THAT ANY PROCEDURE WHICH ENCOURAGES OR COERCES A

FINANCIAL INSTITUTION TO LESSEN ITS CRITERIA FOR MAKING CREDIT

AVAILABLE CONTRIBUTES TO UNSOUND BANKING PRACTICES AND IS NOT

SERVING THE PUBLIC WELL.

-4-
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LET ME CLOSE BY URGING YOU TO GIVE CAREFUL CONSIDERATION

TO THE COMPLEXITIES OF THE MATTER BEFORE YOU. CARE SHOULD BE

TAKEN NOT TO DISTURB THE BALANCE OF OUR STATE'S FINANCIAL

SYSTEM A SYSTEM WHICH HAS BEEN WORKING WELL FOR MANY

YEARS. IT HAS RESULTED IN A VERY STRONG, HIGHLY COMPETITIVE

BANKING SYSTEM WHICH IS PROVIDING AN EXCELLENT LEVEL OF SERVICE

TO THE PEOPLE OF THIS STATE.

-5-
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TESTIMONY BEFORE LEGISLATIVE RESEARCH COMMISSION
COMMITTEE ON DEREGULATION OF CREDIT,

CREDIT CARD BANKS AND LINKED DEPOSiT PROGRAMS

r. INTRODUCTIO}I

A. Identification

B. Reasons for Testimony - from
SuLlivan, dated December 13,

James B. Blackburn, IfI
General Counsel
NC Association of County Conmissioners

Thursday, January 11, 1990

letter from Committee Counsel Terry
1989, asking for comments on:

' "1. the position of your organization on the need for the
establishment of linked deposit progran(s) in this Statet

2. any informdtion you may have of the experience of other
jurisdictions in this regard;

3. if the programs are neededr tou! opinion as to the
feasibility of establishing linked deposit progrrams'in this
State and your ideas as to how such program(s) migbt be
structuredi for example, at what governmental leve1s should
the program(s) be eslablished and-which deposited funds
shoulo be subject to the programi and

\ 4. any other information that you feel would help the Committee
in an analysis of this topic. "

II. COUNTY PRIORITIES AND NEEDS

A. ACCitional Revenue Sources Priority Legislative Goal

B. Additional Financing Mechanisms Priority Legislative Goal

C. Study Commlttees l"leeting January 11 discussing issues involving
substantial county expenditures:

1. Social Services Study Commission,
2. Speciai. Committee on Prisons (Satellite Jails, !4edicaI Care

of prisoners in jails),
3. Groundwater Study Committee,
4. Solid tlaste Study Committee,

. 5. Infrastructure and Local Government Needs.

D. Success. of Current System

1. Part 3 of Article 3 (Loca1 Government Budget and Fiscal
Control. Act) of Chapter 159 of the General Statutes (Local
Government Finance) specifying appropriate investments.

i 2. Leadership of State Treasurer and Local Governmentt Commission - need to balance highest rate of return on the
. public dollar with safety of investment. Currently'

accordj.ng to the Secretary of the Loc€rl Government
Commission, 20t of the governn€ntal entities with Triple A
bond ratinqs in the nation are in North Carolina.

H-1
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fII. COMI.{.ENTS ON "LINKED DEPOSIT" PROPOSAL

A. Inappropriate to tamper with investment policy that has served us
welI

B. Inappropriate to factor in "social policy" considerations to
investment decisions.

C. Inappropriate to risk reduced return on our dollar when'there are
so many pressing demands on counties.

D. There are more appropriate ways to realize social goals.

1. e.g. Solid Waste Funding mechanism of Senate Bill 115 (1989
Session)

E. We are satisfied with the current relationship we enjoy with our
lending institutions.

Testimony / lb4
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Cr€dit Cards/Linked Deposits Study Committce

QsmmeDts of Ellis Hankins

General C-ounset, North C-arolina lragUe of Municipalities
January 11,1990

Thank you Mr. Cbairman, for the opporrunity to speak to the committee on behalf of
the North Carolina Leagae of Municipalities. I am happy to teU you first that the

Irague does not own a dog in the discussion about credit cards. Municipal ofEcials

ur. .r.ty interested" however, in the second half of your charge, linked deposits,

whateverwe take that term to mean.

' ,,Capital lnvestments iri Our Hometowns" has been one of a series of themes for

municipal elected officials in the last several yeas. That's really what we ars tnlking

about b"t". Our Board of Directors directed the staff in 1988 to do in-depth

research on several issues and put the results in a series of concise, readable

publications. One of those issues was public capital facilities, and tbe result $a25 rhis

discussion paper called "Capital Investments in Our Hometown " Another was called

'Decent Housing For All NC Citizens.

Municipal ofEcials are very interested in these issues which are cnrcial to the future

of our ltate. They asked us to draft and seek esactnent of three very signifiganl

pieces of legislation in L987, and we were successful. The General Assembly that

year increased the autbority of municipalities to take Patt iD economic development

and downtown development projecls, and bousing Proglalns for low and moderate

income persons. Cities are using that new authority, althougb the available public

dollars ars limited, as they alwaln will be.

In the housing area" for example, cities may make appropriations to lower the

interest rates for home ownership loans to low income people, and take part in iow

income housing projects in other wa)'s. whether you could leap from there to
contracting with a financial institution to accept public funds for deposit at some

interest rate and to make home ownership tsans at a belont market rate, I don't

lnow. I woutd be a little concerned about that, and tend to agree with Mr. Boyles

that the straigbtfonrard way to do this is an apPropriation

My point ia 6satisning all of this is that it doesn't do much good if local financial

institutions are not alsoinvesting funds from local depositon in private sector capital

facilities, so to speak This is especially true if the institution has public fuuds on
!t

r-1



APPMDIX I

-2-

deposit. For them to take those funds, in particular, and export them to other areas

for other pu{poses may be a breach of faith with their local clientele, although we

rcahzethose institutions are in the business of making profits for their stockholders.

It is disturbing to read articles like the series last year in the Raleigh News and

Observer which showed if true, that some financial institutions are not living up to

their responsibilities. Some apparently are failing to invest in local neighborhoods,

and perhaps in designated or redlined areas. It is distressing if true. We certainly

hope that every financial institution is complying with the Community Reinvestment

Act.

The Irague has no firm policy position on the issue of linkeci deposits, but the

appropriate one of our policy committees will be discussing the issue. Municipal

officials do have some discretion under the statutes to use deposits and investments

of public funds as carrots to entice investment by local financial institutions in local

housing stock, and in general communigr and economic development if they choose

to do that. This does not have to be at below-market rates or with a lesser rate of

return to the govemmental unit.

There certainly are limits, however. The statutes are G.S. 159'30, concerning

investments, and !59-3t, concerning depository institutions, paft of the Local

Government Budget and Fiscal Control Act. We do not how many local government

units might do some of that, formally or informally. Obviously if a city or county were

to get too far out in uncharted territory some legislation would be necessary. The

point is that there is some room for the exercise of the power of persuasion. The

statutes do not say how the local governments will decide where to put the funds,

only that they must be secured.

I asked a couple of municipal finance officers whether their cities did any of this, and

they said only informally. They said that their elected otEcials occasionally discuss

the local investment issue with bank officials and usually are satisfied with the

apparent performance of their depository bank in this area. We have never asked

the question in a survey, but can do so if that would be helpful to you.

We hope you will not recommend mandating that depository or investment decisions

be made solely or primarily on this basis. Certainty there are other crucial

considerations, such as the overall rate of return and the quality of security that

institutions can offer for the deposits or investments. Elected officials have a
responsibility to the ta4payers to ensure that public funds are deposited and invested

wisely and securely. It does seem to me that municipal ofEcials would be very
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interested in seeing understandable, periodic information on the lending practices of
local financial institutions and their perfonnance in the area we are talking about
here. I believe that would be most helpful to them in making responsible decisions

onwhere to invest public funds.

There is some precedent for the General Assembly authorizing municipalities
explicitly to make investment decisions based on social policy considerations. G.S.

l60A-L97 authorizes depository and investment decisions based on whether the

institution has business ties with the Republic of South Africa. My opinion is that
municipalities would be free to do this in the absence of that statute, because of their
wide range of discretion in making these decisions based on whatever criteria and

considerations they deem appropriate.

We certainly will work with you to gather information, and will look forward to
helping to educate local elected officials about the practices of financial institutions

and the opportunities and tools that they have to get more bang for their public
bucls on deposit.

Thank you and I will be happy to try to answer any questions you might have.
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T{N(ITIIIZING REIURN ON PUBLTC DEPOSTTS OF I,OCAI, GOVERNI,IENT

Proposal: To give State Government the responsibility to
provide city and county governments with the information
necessary to assess the reinvestment performance Of local
financial institutions. A position vrould be created within State
Government to do this job.

Background: Local governments invest millions of dollars
each yeit in taxes and fees. These funds are invested and
deposiied until they are needed to pay for approPriated exPenses'
friaitionallyr two triteria have guided the investnent or deposit
of public iunds: rate of return and safety. A local
go"lrnment's rate of return from its deposits can be rnagnifiel Uy

iooking at a third criterion -- reinvestment performance -- which
can seive to maximize the overall return to local government.

I{hat is reinvestment performance? A bank with an exemplary
reinvestment record puLs ils deposits back in the local community
for housing, business and farm loans. A new hOuSe means new
property taxes for the local government; a business with ample
lupituf- to develop and grow means more income and sales taxes for
lolal government. Each dollar that a bank makes as a loan can
circula[e in that community several times -- or it can quickly
Ieave that community.

One study showed that a $I nillion public deposit made in a
bank with a-high local loan to deposit ratio generated $14'000
more in tax reve;ues than did a deposit made in a bank with a Iow
loan to deposit ratio.

Eow can a local government assess reinvestment performance?
Because of recent changes in the law, the federal regulators are
developing a new rating system to evaluate the reinvestment
performance of financial institutions with federal insurance.
fnis four-level rating system includes a descriptive evaluation
of performance. Beginning July 1r f990, these ratings' findings
and conclusions wilt be available to the public.

Local governments, however, do not generally have the
capacity to collect and digest this information. ft could be
used to rank banks and savings institutions competing for public
deposits. Cities and counties could also use other information
such as local loan to deposit ratios in naking depository
decisions.

I{hat is the Staters role? The State should collect this
information and provide it in a useable form to local governments
who would like to use reinvestment perfornance as a criterion for
selecting depositories for their funds. A small appropriation at
the state level would result in far greater leveraging of public
deposits at the local level.

For more information contact Margot Saunders or Debby Warrenr
NC Legal Services Resource Center' (9I9) B2t-0041.

(Note: Deposits of local governments in NC as of December,
1985 totalled more than $1 billion. )
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IN SUPPORT OF CREDIT CARD
DEREGULATION IN NORTH CAROLINA

Presented to the Credit Card Deregulation
Study Committee on January 11-, 1990

by the
North Carolina Bankers Association

Good morning.

My name is James M. Culberson, Jr., and I am Chairman, President and

Chief Executive Officer of The First National Bank of Randolph County, in

Asheboro. It is my privilege this year to be serving as President of the

North Carofina Bankers Association, and it is in my capacity as President of

the Association that I am appearing before you this morning to discuss the

merits of credit card deregulation

Now, I am sure that most of you, and the majority of the members of

the General Assembly of North Carolina would rather that ttris issue did not

have to be addressed. Clearly, credit card deregulation has not been

popular in North Carolina. Still, if we can take emotion out of the issue and

act based . on the realities of the situation, there are some very logical

arguments in favor of deregulation.

If simply rejecting the concept of credit card deregulation would serve

to hold down rates, there might be some merit in sueh a position. But with

every passing day, fewer and fewer bank credit cards are being issued from
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within North CaroUna. At the present time, over two-thirds of the 3.9

million bank credit cards held by North Carolina customers are issued from

out of state. North Carolina has no control over the rates and terms of these

cards.

To date, three of our major banks have at least partially moved their

credit card operations to other states. Others.are certainly considering this

option. For instance, I am advised that the Central Carolina Bank, in

Durham, is currently' looking into the possibility of moving its credit card.

operation out of North Carolina in favor of Georgia. If something is not

done, this erosion of jobs and revenues is certain to eontinue and there will

be Uttle hope of retrieving the jobs we have already lost.

Perhaps the primary source of the emotional response to the suggestion

that credit cards should be deregulated lies in the notion that credit card

operations are extremely profitable. This is , in fact, not the case at all.

The Federal Reserve, in a 198? study on annual net earnings of bank card

plans before taxes, found that from 19?2 through 1985, bank card earnings

averaged 1.9 percent of balances.

Over the same period, average net returns on other major tlpes of

commercial bank lending were significantly higher: 2.3 percent on real estate

mortgages, 2.4 percent on consumer installment debt, and. 2.8 percent on

commercial and other loans.

-2-
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The point is that while credit cards are a tremendously useful and

convenient service, they are also quite expensive. They are expensive for the

bank to offer, and they are expensive to those who use them. Still, it is

hard to imagine our society without credit cards. The public would not

accept that and has demonstrated a willingness to pay for this service. So it
is important to note that margins determine profitability, and in the credit

card business, the margins are generally small due to the high cost associated

with providing the ser:vice.

The counterproductive influence of price controls has been demonstrated

many times over the years. This holds true in the financial services industry
as well. In times when interest rates push against artificial ceilings, the

availability of funds shifts to other less regulated forms of lending or to

other less regulated geographical areas. In the past, North Carolina has

always been on the leading edge of progressive banking legislation. This has

been largely responsible for the fact that funds have been available to the

boruowing public in our state when credit has dried up in other states. This

has been a key to North Carolina's sustained record of economic growth and

development. Let me emphasize that our economic success is no accident. It
has been to a large extent dependent on the availability of funds, and the

availability of funds has been dependent upon progressive banking laws.

-3-
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Credit cards have become an important financial tool for most Ameri-

cans. North Carolinians are no exception. The people of this state will

continue to make full use of this service. The only real question is who will

provide the cards. As I stated earlier, two-thirds of the cardholders in

North Carolina use out-of-state bank credit eards. If North Carolina contin-

ues to be unwilling to update its credit card laws, this trend will continue

until virtually all bank cards are provided by out-of-state financial intermedi-

aries

This would be most unfortunate since we would be willfutty accepting

the erosion of hundreds of jobs and millions of dollars in annual pa5rroll.

Incredibly, we seem to be determined to gtve away this industry . an

industry with vast growth potential an industry which can bring jobs

and revenues to our state.

In effect, what we are saying to those North Carolina banks issuing

credit cards is rrlf you want to compete on level footing with out-of-state

cards, then take your credit card operations out-of-state.tf To a large

extent, that is what has happened. So with each passing day the control the

state has over credit cards is slipping away, and with each passing day

deregulated out-of-state banks are taking advantage of our competitive

weakness and gaining stronger footholds among credit card users in North

Caro[na.

-4-
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Another source of frustration for our North Carolna banks relates to

affinity cards. These cards are becoming very popular and are offered

thr.ough groups such as university alumni. Since deregulated out-of-state

credit cards can offer the most attractive packages, North Carolina banks are

unable to compete effectively for a share of this market.

I cannot help but ask if the decisions which are being made with regard

to credit cards are based on the realities of the situation or simply a re-

sponse to frustrationq . In any case, failure to modernize our credit card

laws is not helping the consumer in any respect, and it is certainly not

helping the state of North Carolina.

What we are really talking about here is flexibility in product packag-

ing. This is so important in marketing credit card products because it is the

only way to differentiate between the multitude of cards curuently on the

market. In an era which holds substantial rewards for those who are innova-

tive, we are telling our North Carolina banks that we will continue to impose

severe [mitations on their ability to be creative, wtrile recognizing that

out-of-state competitors operate with no such restrictions.

An excellent case study of the benefits of a deregulated credit card

environment exists in Georgia. The Georgia Legislature deregulated credit

cards in L98?, so there has been ample time to observe the impact on rates,

fees and other credit card terms. Curuently, annual fees on credit cards in

-5-
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Georgia range from $12 to $24, \4rith interest rates holding between 14.gg

percent and 18 percent. In most cases, higher annual fees are associated.

with lower interest rates and visa versa. This provides a good example to

illustrate the value of flexibility in offering credit card packages which are

designed to address customer preferences.

The recently enacted Georgia credit card- low provides for the estab-

lishment of credit card banks, Umited purpose institutions which are used for
processing and issuing credit cards. Under Georgia law, these credit card

companies must be capitalized and require a rninimum number of employees.

The Georgia Credit Card Bank provision is designed to draw credit card

business into the state, bringing with it substantial amounts of capital and

numerous jobs.

When Wachovia Bank finally began issuing its credit cards out of
Delaware, it was able to structure a card package which was much more

attractive than any it could offer in North Carolina. Wachovia offered its
customers a choice of cards featuring either a $15 annual fee with a 1?.gB

percent interest rate, or a $ZS annual fee with a 14.88 percent annual

interest rate. It is ironic that a bank domiciled in this state must take its
operation to another state in order to be allowed to provide this type of
attractive credit card package to its customers.

-6-
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In 1984 the North Carolina General Assembly enacted a regional recipro-

cal interstate banking act. This was progressive legislation it was

responsive to market forces, and it enabled our banks to assert themselves as

the dominant financial institutions in the region. Clearly, we emerged from

the wNrlwind of acquisitions in a superior position an enviable position

with respect to other states in the southeast.. The North Carolina General

Assembly deserves much credit for taking a position on this controversial

legislation for r.ecognizing the importance of staying abreast of ehanging

market conditions.

The wisdom of our State Legislature in enacting the regional interstate

banking law has been clearly demonstrated by subsequent events. Our banks

proved to be both aggressive and skillful in putting together acquisitions

which more than doubled the assets of these North Carolina based companies.

But the battle was far from over. The Lg8? Georgia credit card

legislation, wtrich passed with little controversy, was very progressive.

$Iithout question, this was an effort by the State of Georgia to reeapture

some of the financial status which had been lost during the period of inter-

state acquisitions. It was effective. The new credit eard law brought

significant new credit card business to Georgia. Unfortunately, some of the

new jobs and revenues came from North Carotna.

-7-
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It is also important to note that the deregulation of credit card opera-

tions in Georgia did not give rise to an increase in card rates. Rather, as

has been the case in other deregulated states, the packaging became more

innovative, and thus more attractive as a product to be exported to restricted
states.

The state of Delaware moved much earlier than Georgia to modernize its
credit card laws. The results were dramatic. Thirty-four out-of-state

financial institutions have been drawn to that state, and B ,000 new jobs have

been created. Again, I regret to say that one of those out-of-state institu-
tions was Wachovia.

For obvious reasons, this is a most disturbing trend. The Commission

on Jobs and Economic Growth appointed by former Lieutenant Governor Robert

Jordan recommended in its Interim Report of March 2g, lgBB:

"The Commission recommends the General Assembly enact remedial

Iegislation that will promote the retention and creation of jobs

affiliated with credit card processing operations in North carolina.

such legislation is essential in todayrs increasingly competitive

interstate banking environment.rl

-B-
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Similarly, Governor James Martin has endorsed the eoncept of such legisla-

tion.

There are cumently more than 15,000 financial institutions issuing

credit cards, BS well as many merchants. The competition is relentless.

Certainly, there is no monopoly in the credit card business, and therefore no

justification for continuing out-dated price controls.

Curuent North Carolina law provides for a maximum interest rate on

credit cards of 18 percent, an annual fee of up to $20, and a 25 day free

period. With the exception of the $20 annual fee, there have been few

significant changes in the provisions of our credit card law since it was

established in 1969. Thatrs twenty years. I ask you to consider the dramat-

ic changes which have taken place in the market since 1969 the spiral-

ing cost of doing business the increases in the cost of money to banks

. the new competitive forces brought on by regional operations and the

entry of other financial intermediaries into the traditional business of bank-

ing. I submit that it is unfair for any business to be bound by pricing or

marketing decisions made so long ago.

North Carolinats credit card laws are restrietive when compared with

both South Caro[na and Virginia. In South Carolina, rates and fees are

deregulated and there is no requirement for a free period. Under South

Carolina law, bankers must file a maximum rate with the South Carolina

-9-
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Department of Consumer Affairs. This maximum fixed rate should not be

confused with the actual rate being charged by South Carolina banks.

Virginia places no cap on rates or fees on credit cards. A free period is still

required under Virginia law.

Much controversy surcounds the proposal to eliminate the mandatory

free period. Like any other term of a credit card package, the free period

should be determined by market conditions. This has been the case in states

where deregulation has occurued. Certainly, the free period is still offered

by many deregulated cards. Many seem to feel that this is a price the banks

must pay to issue credit cards in the state of North Carobna. Indeed, it is a

substantial price since 40 percent of credit card customers pay their accounts

off within the free period and consequently pay no interest for the use of the

money. An archaic law is causing some customers to pay 18 percent for the

use of their credit cards wtr-ile others pay virtually nothing. This creates an

inequitable situation for bank customers and results in an average annual

yield on credit cards which is considerably below 18 percent.

It should be understood just who benefits from the 25 day free period.

Since most opponents of deregulation are concerned about the impact on less

affluent customers, let me state for the record that the free period rarely

benefits the low income customer at all. Low income customers tend to

-10-
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stretch out their pa5rments while the more affluent customers are able to take

advantage of the free period.

I sincerely hope that this Study Commission will carefuliy weigh the

positive implications of credit card deregulation against assertions that it

would be detrimental to the consumer.

This is a complicated issue you are study.ing. I urge you to seek the

facts and thoroughly understand the realities of this important business. If

maintaining restrictive cred.it card laws in North Carolina is going to help

customers, it is important to learn how ttris is going to happen given that

soon there will be no credit card operations subject to North Carolina law.

And if this is true, why is it d.esirable to push the banks out, thereby

forfeiting an important economic resource.

The North Carolina Bankers Association favors deregulation of the

credit card. environment in this State. We are convinced that it is ultimately

in the best interest of North Carolina and the consuming pubUc. As has

been the case in other states, there witl be no frenzied race to increase

credit card rates . In any case, the inherent cost of a sterile environment for

credit card operations would pose a far greater economic burden on North

Carolina.

We would urge this Committee to strongly recommend to the General

Assembly that legislation be adopted which substantially deregulates revolving

-11 -
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credit and provides for the establishment of credit card banks. This would

be an important step toward returning us to a position of equality with our

neighboring states.

I thank you for the time you have given me this morning' To be sure'

you will have many questions as you go on with this study. I want to assure

you that we will try to provide the data you need. It is important that your

recommendations be based on full and accurate information, not innuendo,

myths and half truths. Allegations and assertions designed to evoke an

emotional response will not help us to reach our goal . an attractive

environment for business and a flourishing economy for North Carolina.

-12-
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APPENDIX M

LEGISLATIVE RESEARCH COMMISSION

DEREGULATION OF REVOLVING CREDIT
AND AUTHORIZATION OF

CREDIT CARD BANKS AND LINKED DEPOSITS

January 11, 1990

WILLIAM T. GRAHAM
Commissioner of Banks

I have been asked to present the position of the Commissioner of

Banks on the deregulation of revolving credit and the authorization of

credit card banks in North Carolina; my opinion as to the impact of, such

actions on North Carolina consumers, the revolving credit industry, the

job market, and economic growth, to relate to you any knowledge that I

may have of the experience of other jurisdictions that have deregulated

revolving credit or authorized credit card banks, or both, and to
provide you with any other :mformation that I feel would help this

committee in its analysls of the;e topics. I am happy to do so.

Historically, interest re,te regulation is generally enacted as a

legislative attempt to protect the borrower. over the years, many

states, North carolina among them, have enacted, and kept on the

statute books, a real hodgepodge of varying interest rates. The setting

of interest rate caps is always well intentioned at the time. What

happens is that the economic conditions change, the relative strengths

between the lender and the bomower which are sought to be protected

change, and the market interest rate goes up and down. yet the

statutorily imposed rates remain the same though they may have little

relationship to what is occurring daily in the market place.

As you would expect, our office, beireg in the mortgage,

consumer finance, and banking businesses, or at least in the regulation
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thereof, gets a good number of inquiries as to what the rfinterest ratert

in North Carolina is. Rather than further complicate this complex

subject by gofurg into detail by saying it depends on whose bonowing

how much from whom for what purpose and referring the caller to the

numerous statutory references to interest rates we prepared the attached

swnmary of interest rates in North Carolina. Usually, we can plug the

inquiry into the sunmary and give the comect answer. We mail out the

summary and generally never get a follow up call. We do not delude

ourselves that our srunmary is so clear that the problem is solved, but

rather believe that the rates are so contorted that the inquirer simply

gives up. In any event, no one, to date, has shown us where the

surnmary is fun error. We do not pretend that it is complete. It deals

only with the lending of money and the selling of goods and does not

deal with such things as interest on judgments, or loan fees and

charges, e.g.

The present 1BB cap on revolving credit is a good example of an

interest rate restriction that was legislated with good intentions but

does not work. In a free enterprise system where competition drives

the market, caps, and other restrictions on interest rates are

inappropriate in most instanees. Competition wilL force lenders to

compete for business. Where the product is equal, and the consumer

knows what he is buying, the cost is the major, if not the sole,

decision criteria. In the case of credit the cost is the interest

rate. Putting a cap on rates tends to lessen rate competition whereas

free competition without governmental interference will cause rates to

seek their own level. The system simply works better without artificial

restrictions.
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There ar'e exceptions. First is absolute full and clear

disclosure. It might be well for exarnple, to require certain items to

be disclosed on the credit card itself, such as, but not limited to, the

rate, the gTace period, and the annual fee. Disclosure in an

understandable form is a must. When the customer knows what he is

buying he will buy the better product, and here the better product is

the cheaper product.

The second exception is protection of a particular class of

borrower, small loan customers. As a free market enthusiast, a believer

in the less governmental regrrlation the better, but one who is charged

with the regulation of the consumer finance industry, I obviously have

trouble buying into this exception. Traditionally this type of consumer

has had interest rate protection, 369o though it may be, because they

need the money when they need it and there is not that many loans

available to them because of the high risk. Increasingly, the small

consumer loan market has become larger because of the high service cost

to banks on tJrese small loans.

In any event, protection of the sma[ loan customer is probably

going to continue, but is this the customer who is being protected by a

eredit card interest rate cap? Doubtful, at best in that most low

income persons cannot obtain credit cards. Witness the advertisements

that flood the airways for what are truly debit cards. You deposit a

thousand dollars and they send you a crcdit card with a five hundred

dollar limit, charge you the rate allowed in the home state of the

issuing bank and pey you below market rates on your deposit of a

thousand dollars. Putting a cap on interest rate cards in North

Carolina is not going to help this person get a credit card.

M-3
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A possible answer to the problem of protecting the small

bomower; or tlre small purchaser, would be to put a cap on the rate for

the first five hundred or a thousand dollars which woul.d in effect mean

a blended rate for the credit card user. This sounds good in principle

but probably would mean that those with low limit credit cards would

have an even more difficult time of obtaining them in North Carolina.

Extensive research would be required to prove what has really

happened to lnterest rates in other jurisdictions that have deregulated

credit card rates. You can play a lot of games with the numbers but

what you ax'e really faced with here is the philosophical question of

should you have interest rate regulation. Rates will seek their own

level. Witness the fact that everyone of us has at least one credit

card in our poclset right now from an out-of-state bank whieh is legally

exporting its rates under a U. S. Supreme Court decision,

Marquette-This exporting of rates is not going to stop. If

anything, lt is going to get broader. Congress and the courts have

allowed this to gro$7 and the lenders located in states with no rate

restrictions ar'e going to get their message, or more aptly put, their

rates, across to states, such as North Carolina, that have rate caps.

Witness what is occurrhg in the tax refund anticipation loan area.

A word of caution. To us it appears that consumer finance

companies eould avoid the present statutory rates if tle present

revolving credit interest rate is rcmoved by lending on a revolving

basis rather thall on a closed-end loan basis. This is smething that

will have to be carefully considered end worded if it is the desire to

remove credit card rates but not rrerrtcwe the revolving credit cap in

general.
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In my opinlon, legislation specifically aimed at the creatlon of

credit card banks in North Carolina is illusionary. Any bank presently

chartered, or applying for a charter, in North Carolina could become a

credit card bank in the sense that its principal, or one of its main

businesses, was, or is, the processing of credit cards. There is no

magic about a bank performing this kind of service. For this reason

from a regulatory standpoint it is preferable not to have legislation on

ttre books to set up credit card banks when there is not any necessity

for same in the real sense. In fact, the North Carolina banking

entities that are in the credit card business are not about to change

their structure, or their location, to any great extent by the passage

of any credit card bank leglslation. Finally, the economic benefit of a

credit card bank is not great in that this is generally extremely

automated and employment is quite low.

Under federal law a bank can be formed for the sole purpose of

handling credit card transactions. The effect of this is that the bank

handling only credit card transactions does not take deposits and thus

there is no depositor money at risk and therefore cannot, and should

not, be insured by the FDIC as there is nothing to insure. The

present North Carolina law requiring FDIC insurance could be changed

to say that banks engaging only in the business of processing credit

cards do not require FDIC insurance provided their charter authority

is limited to same. This is the only law change that would be needed.

What I am saying in general is that from the regulatory standpoint we do

not want legislation put on the books that has no real use.

In my opinion linked deposits is & subject that I believe merits

a good deal of attention. It has worked well in other states and it is
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something that I believe should be supported. It is an inexpensive

method by which a bank can gain new customers, and, more importantly,

there can be economic development done in a manner that is realistic and

sensible. I have attached an article from the May 10, 1988, American

Banker that explains how linked deposits work in Alabama. I commend

it to you.

In conclusion, the Commissioner of Banks supports the removal of

the interest rate cap on credit cards, opposes, credit card bank

legislation and supports the concept of linked deposits.
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Prepared Written Report

RETAIL

REVOLVING

CREDIT

Submitted to the Legislative Study Committee on
Credit Deregulation at their meeting of January I I, 1990.

Senator James C. Johnson,Co-Chairman Representative Joe Hege, Co-Chairman
Senator Robert C Carpenter Representative Walter W. Dickson
Senator A. D. Guy Representative Lyons Gray
Senator Ralph A. Hunt Representative Sidney A. Locks
Senator William W. Staton Representative H. Clayton Loflin
Mr. John Jordan Representative R. Eugene Rogers
Mr. Robert Gage Representative Edward N. Warren

Representative Harold J. Brubaker, LRC Liaison
Mr. Terry D. Sullivan, Committee Counsel

by the North Carolina Task Force on Retail Revolving Credit

Contacts WilliamC.Rustin,Jr.President
Fran E. Preston, Vice President
North Carolina Retail Merchants Association
PO Box 17600l,Raleigh,NC 27619 (919)787-9520

George Teague, Attorney
Moore & Van Allen
PO Box 26507,Raleigh,NC 27611 (919) 828-4481

on

N-1



1..
APPH{DIX N

OVERVIEW

The North Carolina Task Force on Retail Revolving Credit, including the North Carolina Retail
Merchants Association, strongly supports deregulation of revolving credit as it pertains to those

stores which offer revolving charge accounts, their own store proprietary charge card, or contract
with an outside part! for revolving account operations. At present, our surrounding states of Ken-
tucky, South Carolina, and Virginia have deregulated, while Georgia and Tennessee have

increased their credit rate cap to 2l%o,leaving North Carolina as the single l87o state among this
group. Additionally,2g other states are deregulated or have credit rate caps above lSVo,for a

national total of 34 states

We are also in favor of the authorization of credit card banks in North Carolina, as they stimulate
the economy by increasing employment opportunities in the state. Within the past 60 dayg two
large Washington-based businesses announced they were moving some operations out of the state

because of restrictive government policies Nordstrom's Department Stores is moving its entire
credit operation from Seattle to Colorado, while Security Pacific Bank will move to Arizona.
Over 700 new jobs will be created in those states with these moves.

If deregulation were passed in North Carolina, it would allow the competition of free enterprise
to set the rates retailers would charge. Just this past year California deregulated interest rates for
retailers" and a recent study by Professor Ray McAlister of the University of North Texas found
that the consumers of California have a wide variety of rates from which to choose. Professor
McAlister's study included 39 retailers who operated a total of 1,156 stores and charged no less

than l3 different finance charge rates to consumers This allows the consumer to make an

informed credit cost decision at time of purchase.In the l7 states that have deregulated credit, the

market place is working, and none of these states has re-regulated to install rate caps.

Just as credit deregulation helps consumers by giving them choices, it helps retailers recoup the

costs of offering credit from those who use it. As shown later in this presentation, credit costs

nearly can be recovered when retailers are allowed to charge an annual percentage rateof Zl%o,

market revolving credit insurance on the unpaid balance to those who want it, and charge late

fees on delinquent payments Each of these factors brings retail credit operations closer to break-
even status and has the advantage of expanding the field of consumers to whom credit can be

granted safely. With these criteria as a floor, retailers in a deregulated environment can adjust

their credit rates according to their own efficiencies and competitive stances

Retail credit cards permit consumers to make many small transactions without worrying about

cash or checkg and allow consumers to get credit on an "as needed" basis.In addition to the

option of getting credit when needed, credit card accounts provide their users with up to 54 days

of 'free" credit, which reduces the yield, as approximately 257o of retail credit consumers pay

their accounts off without incurring a finance charge. Because of this, an lSVo APR finance
charge typically yields revenue equal to about t 57o, while a 2LVo APR will yield revenue of about

l8Vo.
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This written presentation will provide you with background and information from the retail com-
munity to show:

l. The overview of retail revolving credit on a state-by-state basis

2. The additional costs of providing retail revolving credit versus other financial
institutions.

3. The documented costs of providing retail credit at retail.

4. The effect on the marginal credit customer and the cash-paying customer when

the cost of credit exceeds the return and the need for a no-loss, non-subsidized

level of credit rate for revolving accounts in North Carolina.

5. The need to provide revolving credit consumers an equal right to voluntarily
choose to purchase credit life, property, accident and health insurance as they
presently can on closed-end or installment type credit.

6. The necessity for applying a late fee to delinquent payments-

7. A summary that allows the cost of credit to be borne by those actually using

those services, consistent with the user fee concept throughout North Carolina.

N-3
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1. STATE.BY-STATE STATUS OF REVOLVING CREDIT RATES

As you can see by the listing below, and even more clearly on the attached colored map, the
vast majority of states are now deregulated or have ceilings above the lSTo allowed in North
Carolina. In fact, seventeen are deregulated and another seventeen allow rates above lSVo,for
a total of 34, more than two-thirds of all the states

Kentucky
Virginia
South Carolina
Delaware
Idaho
Nevada

25d Limit

Ohio

Georgia
Mississippi
Tennessee

Alabama

2O.47oLimit

Michigan

Alaska
Florida
Hawaii
Louisiana
Maine

The Dereeulated States

New York
New Jersey
New Hampshire
NewMexico
South Dakota

24@^Limit

Maryland

21ot Limit

Colorado
Indiana
Kansas

21@ Limit on at least First $500

20.04r Limit

Missouri

lSVoLimit

Minnesota
Massachusetts
North Dakota
Pennsylvania
NORTH CAROLINA

Arkansag Maximum of l7%o.

Illinois
California
Arizona
Oregon
Montana
Utah

2lF (p.l80'

Texas

Oklahoma
Wyoming
Vermont

Nebraska

19.8r Limit

Iowa

Rhode Island
Washinglon
Connecticut
West Virginia
Wisconsin
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2. WHY CREDIT RATES ARE HIGHER FOR RETAILERS

Some consumers think credit cards are just credit cards, and all have the same costs associated

with them. This is definitel.v not the case! There are at least four factors that significantly
increase the cost of credit card operations for retail stores as compared to bank costs

COST OF FUNDS. The retail store's "br4ying price" for money is the bank's "selling price."
Since retailers borrow from banks (for example, at rates of prime plus one percent), the banks
have obtained their money at a much lesser rate cost; otherwise, they would not be willing to
lend money at that rate. In the case of smaller merchants, this cost of funds is even higher. This
makes the retailer's cost of money much higher than the bank's

BANK SERVICE CHARGE FEES. When consumers make a purchase on a bank card, the
bank takes a "discount" off the purchase in settling with the merchant, paying the merchant
somewhere between 94Vo to 98.77o of the actual charge. The merchant actually loses this portion
of the sales revenue to the bank, which, in turn, gets the extra revenue.

ANNUAL FEE/TRANSACTION FEE. The North Carolina banks are allowed to charge up to
$20.00 for an annual fee on their cards, and they charge a transaction fee for cash advances and
other services This is not allowed on a retail card.

HIGHER ACCOIjNT BALANCES. The average balance for bank cards is 3 to 4 times higher
than retail cards Nationally, banks have an average balance of over Sl,l00 per card vs the aver-

age retail card at $230. Thus, the banks produce significantly higher revenues per account with
the same servicing expenses

It is appropriate, therefore, to consider the "credit seller" (a retailer) as a separate entity from
the "credit lender" (a bank) and examine the inherent costs of credit to the retailer.

6
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3. THE COST OF EXTENDING RETAIL REVOLVING CREDIT

To examine the actual cost, one must first turn his attention to the actual revenue received. An
assumption that a $100 charge paid for over a one-year period at an Annual Percentage Rate
(APR) of lSVo would result in $18.00 of finance charge income is incorrect.

I

/

The chart at the right shows it to be less than one
half that amount since the interest is applied to the
decreasing remaining balance at the end of each
month. Please note that the "grace period," or time
in which a consumer can fully pay off an account
without any interest (25 days from billing date),
affects this return as well.In some cases a consumer
could purchase the day after the billing date and
not be billed for 29 more days plus the 25-day bil-
Iing process, allowing the consumer 54 days
interest free.

On the cost side,the expense of borrowing funds is
certainly a major factor. Over the years this cost of
funds has averaged between 40%o to 5OTo of the cost
of providing retail credit. Other costs include
credit wages and salaries, postage, supplieg utilities,
data processing, rent, credit bureau costs, and
many other costs unrelated to the cost of funds,
and these costs continue to go up year after year.
Bad debt expens€s for customers who never fully
pay are also a part of the credit operation.

Initid Monthly
Purctrase naymedt

l il00.00 $00.00
2 10.00
3 10.00
{ 10.00
5 10.00
6 ' 10.00
7 10.00
8 10.00
9 10.00
l0 10.00
ll 10.00
12 8.65

1.5%
Finance
Charge

On
Average

Datty
Balance'

s0.00
r.43
r.28
1.16
1.02
.89
.t>
.62
.50
.50
.50
.00

Customer's
Balance

After
Payment

$100.00
9r.43
82.7r
73.U
64.89
55.78
46.53
37.r5
27.65
18.15
8.65

.00

Total Finance Ctrarge $8.65

'Assumes payment receivcd by l5th day of billing
pcriod.

On the next page, you will see a factual company-by-company chart recently compiled by
Louisiana merchantg showing significant losses in the credit operations of their stores, rang-
ing from an annual loss of $67,000 to$1257,377. These actual costs figures show that the
extension of retail revolving credit at lSVo does not cover those direct costs to the store. This
same scenario is applicable to North Carolina stores today, and a similar chart is being
prepared.

Suppose the lSVo rate were to be increased to 2lVofor retailers The total finance charge for
the same $100 purchase above would now be $9.99 or an additional cost to the average consu-
mer of only I I cents per month.
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TOUISIAHA RETAIL CREI!IT GRA}ITORS
1988 llr0oME AilD EXPEHSES

Financo Cha'gc lncomc t274,000

Dired0praing Erpenses 1fl,m0
ss01,26s $2,032,000 $1,277,000

H
ru

z
HX
z

z
Io

Dkcd Oplaing &pcnses t 7c 3 9t $ 7. $ nlo 3 nlc 3 olo t

Procasing Costs

Net Bad och
Ccst ol Financing Acctr. Rec.

t161,000 3!t.0%

51.000 12.8%

2fi1.m0 $.2%

t1.116,365 63.4%

331,098 18.8%

314.179 t7.8%

$7n,000 3s.8%

321,000 11.9%

t,063,m0 49.3%

$e4,000 2s.7%

462,000 30.9%

651,000 €.5%

$129,671 34.6%

94,472 25.1%

1s0,703 402%

$814,839 28.9%'

760,301 27,0%

1,2€,929 44.1.t

s45,m0 40.2%
'!4,000 12.5%

53,000 47.3%

Total 921.000 1m.tra 3r.76r.612 100.trA t2.156,000 100.fa tl,497,m0 100.0% $.374.446 100.s4 s2,819,6S 100.rA $112.000 100.0"6
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N/A

IUA
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9.0% 9.1%
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$1,245,741
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1987
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N/A

IUA
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1987

N/A
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4. REVOLVING CREDIT EFFECTS ON THE CONSUMER

In making decisions to grant credit, it is fairly easy to quickly approve those consumers with
good credit records and, similarly, turn down credit requests from those individuals who have

a history of not paying their debts The really difficult part of extending credit is the margi-

nal account request, deciding to extend to the consumer who may or may not fulfill the prom-

ise to repay as contracted. Additionally, one must consider the young employee and

newlyweds, who have not yet established a credit history, as well as low-income families and to

some extent the elderly on fixed incomes.

If credit expenses already exceed credit revenues, then company policies will say that these

marginal customers cannot get credit as the company cannot take the chance to absorb more

losses Therefore, the marginal credit customers, instead of being able to improve their life
style, are often entirely eliminated from the retail credit market.

A store whose credit costs exceed its credit income finds little choice but to increase the base

price of its products or services to cover these losses This, in fact, means that all customers'

including those paying cash, must share this added cost of credit, and this is unfair. The only
other choice is for the retail store to slowly but surely go out of the credit business or close

entirely.

A CREDIT PROGRAM THAT PAYS FOR ITSELF

A credit program is most fair when the credit customers incur the direct added costs for their

requests and extensions of credit, for the delinquent credit customers to also incur those addi-

tional costs of collecting the delinquencies, and for the cash-paying customer to pay only for
the product or service.

For North Carolina to achieve such fairness and equity, the General Assembly needs to exam-

ine the problem and consider full deregulation or increasing the retail revolving credit rate to

2lfto.Thiswould allow the credit operation of a store to stand on its own feet, without subsidy

from the cash-paying customer, and to allow maximum extensions of credit to meet the need

of the marginal customer.

N-9
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5. THE CONSUMER'S CHOICE FOR CREDIT INSURANCE

When a consumer decides to buy on credit, he gains an asset -- the product or services pur-
chased - but he also incurs a liability: the debt of the credit extended. What happens to that
consumsr's family in the event of sickness, an accident, natural disaster, unemployment, or even

death? Suppose, too, that the purchased product is stolen, and there is no homeowners or apart-

ment dwellers insurance.In those circumstances, the debt burden remains a problem, while the

resources to pay off that debt -- or repurchase the replacement for a lost item -- may not be

available. For example, credit insurance covered substantial losses to North Carolina when

Hugo swept through our state.

Currently, under GS 25A-17, North Carolina law explicitly permits the selling of credit life,
property, and accident and health insurance on consumer accounts that are financed through
closed-end (or installment type) accounts The purchase of this credit insurance is strictly volun-
tary by the consumer, is regulated and overseen by our state's Insurance Commissioner, and is

rate-controlled solely by the North Carolina General Assembly.

Present North Carolina law is unclear as to the availability of credit insurance on open-end or
retail revolving credit. The desiring consumer should have an equal right to purchase credit
insurance, regardless of the type of credit plan he chooses By limiting the amount of credit
insurance to the actual amount of the outstanding balance of any particular account, the consu-

mer and the insurance industry should feel secure that this would not interfere or impinge on

the normal, non-credit-related life and health insurance programs. This clarifying change is nei-

ther an attempt on the retailer's part to become insurance-intense or an attempt to charge

insurance premiums on credit cards, such as Discover, VISA, and/or MasterCard. This change is

simply one to mirror the already approved procedures under installment credit provisions for
those who choosc to purchase on revolving credit.

l_0N-10
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6. LATE FEES ON DELINQUENT PAYMENTS

On any type of credit transaction, the interest paid is in return for payment of the principal over a
period of time. This is certainly true with retail revolving credit. It allows both the seller and the
purchaser to know before the transaction the actual percentage interest rate over the period,
assuming all payments are made on time,as promised.

What happens, however, when a payment is late, or is not made at all? The credit-seller now has to

make extra effort through mail, telephone, or personal contact, to attempt to obtain the delin-
quent payment. One might argue that the next month's interest will cover that extra cost, but, in
fact, that interest charge is due on the outstanding balance of money or merchandise the customer
has received.

At present, the extra cost thus incurred by a payment not made becomes a part of the credit
operation expense. This means that all credit customers are having to share that extra cost -- even

the ones who make every payment right on time. Would it not be better to let the delinquent custo-

mer foot the bill for his own delinquency?

In several specific instances, North Carolina law allows the lender to assess a late fee for delin-
quent payments In the case of retail revolving credit,a late fee is needed. A SVo fee or $10.00
(whichever is less) on the amount of the past due payment only (not the entire balance), with a
minimum of $1.00 would be a fair way to offset this additional cost by those who do not pay in a
timely manner. Remember, please, that the initial grace period ensures sufficient front-end time
to prevent any abuse. This late fee should be on a one-time per payment basig ensuring no com-
pounding of late fees on late fees

N-ll
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7. A FAIR CREDIT PLAN FOR ALL

In summary, the North Carolina Task Force on Retail Revolving Credit supports deregulation
of retail revolving credit as it has occurred in seventeen other states The Task Force further
concurs with the previous actions of a total of 34 states, in allowing a credit system that more
nearly places the cost of credit on the users themselves.

l. The cash purchaser will not have to pay the cost of someone else's credit;

2. The customer who chooses to buy on credit will pay the real cost of that credit
processing; and

3. The delinquent customer will pay the additional expenses incurred by his own
delinquencies

The North Carolina Task Force on Retail Revolving Credit recommends a package of three
specific changes to present North Carolina law to put into place the "fair's fair" concept for
revolving credit for the 1990's

To allow an open, competitive retail credit market, or at least an annual
interest rate of ZlVo,e that credit costs can be more nearly recovered from
those who use it;

To allow those customers the right to request and obtain credit life, pro-
pert!, accident and health insurance up to the actual outstanding balance
on their revolving accounts, as they do now on their installment accounts;
and

To allow a late fee of 5To or $10.00 (whichever is less) on the actual delin-
quent payment, not the full balance, with regulations to ensure that this
cannot be compounded.

This combination of legislative changes will provide a retail revolving credit program for con-
sumers in North Carolina that is consistent with our regional and the national trend, allowing
stores the opportunity to cover credit costs through credit revenues, allowing the maximum
number of consumers the opportunity to purchase on revolving credit, and a standard of
'user pay" with no crossover of subsidy by other consumer$

Thank you for your consideration in bringing North Carolina in line with our neighboring
state$

1.

2.

3.
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Southeastern States that have deregulated or have limits above l8Vo for Retail
Revolving Credit.
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CREDIT
RATE

50c
MIN.

FINANCE
CHARGE

Yes

Yes

ANNUAL
FEE

Yes

No*

25 DAY
GRACE
PERIOD

LATE CREDIT
FEg INSURANCE

No Yes

YesNo

No
No

AZ
AR

AL

AK

CA
co
CT
DE
FL
GA
HI
ID
It
IN
IA
KS

Yes
No

Yes
Yes
No
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
No

No
Yes
Yes
Yes
Yes
No
NO
Yes
Yes
Yes
Yes
No

No*
No*

Yes
No
No*
No
No*
No*
No*
Yes
No*
No
No
No

No*
Yes
No
No
No*
No*
No*
No*
No*
No*
Yes

Yes
Nor
No*
No*
Yes
No
No*
No*
No
No*
No
No*

No
No
No
No
No
NO
No
No
No
No
No
No

No
No
Yes
No
Yes
NO
Yes
No
No
No
No

Yes
Yes

Yes
NO
No
No
Yes
No
Yes
Yes
No
,NO
No
Yes

NO
Yes
No
Yes'
No
No
No
NO
No
No
No

Yes
No
NO
No
Ye€
No
No
Yes
Yes
Yes
No
Yes

Yes
Yes

Yes
Yes
Yes
Yes
Yes
Yes
No
Yes
Yes
Yes
Yes
Yes

Yes
Yes
No
Yes
No
Yes
Yes
Yes
Yes
Yes
Yes

Yes
Yes
Yes
Yes
Yes
No
Yes
Yes
Yes
Yes
NO
Yes

2r?<s500
lBt>$ 500
18%<$1000
5Z Over
Fed. Use
Rate on
Excess
No limit
5 pts>Fed
Disc Rate
17t max
No limit
2LZ
189
No limit
18t
2L4
r8t
No limit
No limit
2L4
19.8t
2it<91000
14.48>$1000
No limit
188
r8t
242
I8?
20.4*,
18*
21t
20.04t
No limit
2rt<$ 500
18t>$ 500
No limit
No limit
No limit
No linit
25t
18*
r.8t
254
21t
No limit
18t
18t

KY
LA
ME
MD
uA
MI
MN
MS
!.to
l.1T
NE

tw
Ng
NJ
NM
NY

** NC **
ND
OH
OK
OR
PAlnr

Yes
No
No
No
NO
Yes
No
No
No
No
No
No

North Carolina Relail Merchanls Association
P.0. Box 176001, Raleigh, NC 27619 919-787-9520 (1-800-662-7211)

William C. Rustin, Jr. - Carol Hennioar - Fran Preston
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STATE

sc
SD
TN
TX
UT
VT
VA
WA
WV
9{r
WY

CREDIT
RATE

No 'limit
No limit
2tz
18?
No linit
2rz
No limit
18t
18t
1B?
2LZ

50c
UIN.

FINANCE
CEARGE

Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

ANNUAL
FEE

No
No*
No*
No*
Yes
No*
No*
No*
No
No*
No

25 DAY
GRACE
PERTOD

No
No
No
No
NO
No
No
No
No
No
NO

CR,EDIT
INST'RANCE

Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

a
I

LATE
FEE

No
No
No
No
Yes
No
Yes
Yes
No
No
No

*No Provision Under State Law.
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LACY H. THORNBURC

ATTORNEY GENER/\L

APPENDIX P

State of North Carolina
Department of Justice

P.O. BOX 629
R,\LEIGH

27@2-0629

733-7741

January 2, 1990

l4r. Terrence ll. SuIIivan
Conwittee Counsel
North Carolina General Assembly
Legislat,ive Services Of f ice
2129 State Legislative Builcling
Raleigh, North Carolina 276L1-9184

Dear Mr. Sullivan:
Thank you for your letter of December l-3 in which you

invited the Attorney General's comments on the Legislative
Research Cornmission's study of the deregulation of revolving
credit. Attorney General Thornburg asked me to respond on his
behalf.

As you know, Attorney General Thornburg expressed his
opposition to S.B. 377 Lo the members of the Senate Banks and
Thrift Committee last March. He remains strongly opposed to any
significant deregulation of consumer credit. As the state
official responsible for representing the interests of the
consuming public, the Attorney General believes that the
abolition of reasonable restrictions on the costs and terms of
consuner credit would be harnrf u-l- to North Carolina consumers.

This state has long had a public policy of protecting its
c-i.t-izens aqainst usury and o'"'erreaching credi+- practices. There
is an interrelated statutory scheme, expressed in Chapters 24,
25A and 53 of the General Statutes which has governed the costs
of mortgage loans, installment Ioans, credit cards, retail credit
and small loans. The regulatory statutes strike a balance
between protecting the consumer from oppressive credit terms and
allowing the creditor a reasonable rate of return. Current
maximun rates incl-ude 15t for installment loans under 525,000,
l8t for second mortgage loans, 1Bt for credit card charges,
16-24* for retail installment credit., and 36t for Ioans by
consumer finance licensees. Some of the rates are fl-exible and
rnay rise if market rates increase significantly.

The deregulation of one aspect of consumer credit
revolving credj-t - would ef fectively disnrantle the entire
statutory body of interest rate controls. Ivlost retailers could

P.I
An Equal Opp()rtunity/Afiirmalive /\ctiorl Ilmployer
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presumably convert to revolving credit accounts and charge rates
in excess of those now permitted by the Retail fnstallment Sales
Act. Finance companies, which are now licensed and regulated by
the Commissioner of Banks, could escape regulation by using
open-end credit plans. With unregulated open-end credit
available to most creditors, there would be littIe justification
to maintain controls over closed-end loans or retail installment
credit.

G.S. 553-166 makes it a crime for an unlicensed lender to
Iend money at rates greater than permitted by Chapter 24. If
rates were deregulated, this provision would be neutraLized. Our
office has had to dear with lenders charging as much as 240%
interest ilIegaIIy. Deregulation would enable such loansharking
to operate legally, and would largely abolish the well
established prohibitions on usury.

Consumer protection measures other than rates would be
affected by deregulation. Under current law, creditors charging
the maximum l8t interest on credit cards are prohibited from
imposing additionar fees, such as transaction fees, late charges
and over-limit charges. There are also rest.rictions on security
interests, a limitation on the annual fee and a requirement of a
25 day interest-free "grace period" for credit card purchases.
Arl these protections would be eriminated by deregulation, at
reast as proposed in s.B. 377. while it is a simpre matter for
the average consumer to compare credit card interest rates, cost
cornparison becomes much more difficult when a range of other
variables, such as transaction fees and absence of a grace period
are included.

Dereguration of credit would be costly to the consumingpublic. Credit card rates would almost certainly rise. tfrit has
been the experience in south carolina and other deregulatedstates. Credit card rates are much less responsive to marketinterest rates than other forms of credit, such as home mortgagesor automobile loans, and have risen since 1981 while most otheirates have declined. There is no guarantee that deregulation
will preserve or add to banking employment in this stite, but
even if it could, the benefits would be offset by additionar
costs and debt to consumers.

If there ar9 any problems with our credit regulatorystatutes' they should be identified and addressed individually.
the General Assembly has responded in the past to particular
needs of the credit industry. In response to the high interestclimate of 1980-81' most consumer credit rates were either raisedor indexed to a market rate. Bank card loan rates were increaseci
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from 159 to fB* in 1981, and a $20 annual credit card fee was
authorized in 1983. Currently, credit appears to be readily
available to creditworthy consumers in North Carolina.

There is no pressing need for a major overhaul of consumer
credit statutes. Whatever the needs of the credit industry,
deregulation is a proposal that is too radical and far-reaching.
It would increase the costs of credit to consumers, remove many
important consumer protection measures and subject many consumers
to oppressive lending practices.

Thank you for the opportunity to comment on this important
study.

Sincerely,

LACY H. THORNBURG
Attorney General

) Assistant Attorney General
CONSUMER PROTECTION SECTION

PAL: ac
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NORTH CAROLINA SHOULD NOT DEREGUTJ\TE OPEN END CREDTT

Credit is a valuable conruodity in today's society. Credit
allows many of us to buy hones we probabty would not- be able to afford
until we .r"- past ri&af" ager 'it affords us the cSnability 

^ 
of

;;;;;.;ing ""r-r i"a paying.toi ttren aP.we use them; i't allows us the
convenlence oi payini ?or-itens for which wg rnight-not have the cash
at the rnoruentl- -ci.dit ii an inportant and integrar part of Arnerican
life

The use of credit is cornplicated and rarely understood. The
proper use of-Ei"ait-iequires an irnderstanding of one's real financial
E"piuirities; ;; wetl ad tne neaning of the terms and costs of credit.
lla^ny people 'in-ttris country do not-gnderstand the meaning of __rrannual
trercentage raterrr Ifinance chargesrrr or rrtotal of palments.rr Most of
fi;-;;-iah;i ftow, nor would we uideistand, aII of the costs and terms
of our many credit contracts.

Regardless of these conplications, gfgdi! is seductive- Too
many peopl6 enter into credit'contracts'without understandlng the
actirai c-osts to then of those contracts. And, unfortunatgly there-are
ru"y merchants and' Ienders wtro cater to those of us who are less
eduiated and less sophisticated, and charge the highest rates now

F;iai;a Uy taw. An exanple in lhl".state is the unregrulated rent to
6.rn inanstri which doei a thriving business in low income

""iqhUo.hoo&s 
by charging consumers equivalent interest rates of over

10Ot a year.

According to the u.s. census Department, as_many as z!!. of
North c.iofit. adults are functionally illiterate. It is unlikely
that a person who cannot read could understand the concept of an
annual iercentaqe rate, or know how to shop for credit.

Credit can be dangerous. The ever expandinet use of credit has
wreaked havoc on many .fnerican farnilies. fne number of personal
flniruptcies filed eich year rises by the thousands. In 1982 there
were lisrooo personal bankruptcies; that nunber rose to ahnost 50o'0o0
in 1987.

The banks and the nerchants in North Carolina propose that the
General assenliy deitgufate interest rates for credit cards and retail
;i&.- ini" - w6ufa frot be good for the people of North Carolina.
Oeregufating rates will inevitably lead to higher interest costs for
nany consunerrl--witn--no correspo-naing benefit, to the people of . this
state. The nost devastating inlact however, would fall on low incone
Fdi;. 

-- rinince companies- ani retailers who cater to low income
custoners would Ue pelmitted to charge exorbitant rates. Experience
in other states which have deregulat,ed rates has shown that in some
cases creditors routinely charge between 45t and 55t a year. Attached
to these remarks are examples of these high rate contracts entered
into by low income consunerl in states which have deregulated-interest
rates.- The interest rates are too high, and are not justified.

Below are sone of the reasons why deregulating revolving
credit and credit card rates would be so bad for the people of this
state:
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If the
ntsr revolving charge-ratesr the

naCurat result iriff be'that most merchants will adgPt revolving charge
accounts as their prinary way of extending credit.to cover retail
purchases. The installne-nt toan rates and proteclions which follow
[nern in tne Retail Installnent Sales Act (G.S. 25A-1,- 9t seg.) would
ai;;; b; inapplicable to most outstanding. consumer credit. The result
will be not- - only a deregulation of interest rates but also the

tection statutescourplete eradication of almost aIl consumer procecEl-on sEaEuEes
ippiyi"g to retail_ sales in this state. The Retail Installnent Sales
aLL would be virtuallY useless.

2. Conpetition does not work in the-retail fendinq. arena.
Alnost all re bY merchants in this
state currently ctrar{e the f,ignest maximurn rate - 19t p95 Year'. Thele
i=-""tni"g noi stopfing these merchants fron lowering their rates in
en attenp€ to attrltt loore customers, yet none do because competition
in this irena is apparently of tittle Lnterest to retail customers
they are usually rnbie inteiested in the original .o:_!,of the product.
The'clear result of.deregrulation of nerchants' revolving charge- rates
would therefore be the uijustified increase in interest rates charged
to buyers. Most often tf,e buyers of retaiL goods_who finance their
fur-nir"" have the lowest incone. Thus the- people -who can least
iffora to pay these increased rates would be forced to bear the
greatest expense.

rf aI1 revolving chargc
rates are aer e nothing to prevent finance
^^rnrniac fran Iirnlrr nirr:rrrnwent-ino t-heir current recrulatory statute -regrulatory statute -cornpanies fron sinply circurnventing their current regulatory statute -
which allows rai"i 'as hiqh as 36* a year - and providing revolvingwnitn allows rates as high as 36t a year
charge accounts to their cirrent custoruers - at unli-mited rates-

e . Currentfy, North Carolina law (G-S- 24-LLl
wcreditcaidcustornersa25day.grace.period.

T€ +la6 arrrrlrardar rrn\re. nff the entire amount due within the ClfaC€If'the cardholder pays off the entire amount due within_ the _grace
[E.i"a,-"" interesl'will. be-ch3rged on the debt. If -9::"g:1uti?lpa"ses, Uanlcs could iruoediately begin charging interest frorn the dqy
bf purihase on most, if not- aII, of the credit card accounts
outitanding. Assuming that half of the credit card holders who
currently pay off th;ir accounts were subjected to the loss of the
giu-" p"iiob,' the additional interest, which tll"{ are not now paying,grace period, the additional interest, ltnl-cn tney are noE now Payrng,
iould Lost these North Carolinians miltions of dollars a year. If
interest rates Etay at the current 18t per year, ttre_ additional cost
to tlrose North Caiolina consuners who- woutd lose ttre ffrace period
could be almost 522 nillion a Year.

5. Derecrulation would also increase credit= =card, ilterest-
rates. Current4r the naximum amount that North Carolina banks can
charge for credil cards and other revolving_credig i" 18t per year. A
few 6ardholders with very large lines of credit are ab1e. to get
revolving credit at lower- interest rates, but the huge najority. of NC

revolvin! account holders in the state must pay the maximum rate of
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18e. If interest rates on revo.Lving credit li,ere to rise onllt 1* as a
iesuft-of aeretufaiion, the cost to consumers (assuning the- gr39e

""ii"a 
is ret;i;;e)- w6urd be over 9e nirlion annual-Iy. +: -tI'"

5;;;;t"a- "niit-snows, 
the most expensive credit cards are provi-ded by

banks in deregulated' states. If interest rates rise to the norm in
many of these -deregulated states, they would be around 21t' Assuning
trre grace perioa--is--retained, ir reiolving chlTStP rates in North
c"i"ii"" go-rp-io 2ii, the cost to consuners sould-be over S29 uillion
annuaIIY.

6.
be too high. If just half of
Carolina who regularly PaY

the current credit card holders in North
eachCarolina who regularly PaY

nonth lose the grace Period,
their credit card accounts in full
and interest rates go up to 2lt a year,

of this state would be in excess of $54the cost to the constlners
million a year.

7.
fogicaf fy nea iatgg'- The .banks gfgue . that

tes will bring joPs-to the state'
This-is doubtful for the reaso;s set out in Paragraph 9, below' qut
;;;; it true, the effect must be an increase in the interest rates for
credit cards and other revolving charges. Eighteen states have rates
analogous or lower than North Carolinats. Thirteen other states
ilq"i;" "appla 

-rates, bgt allow .higher interest charges lnul i:
alfowed nei6. For a'bank to move its-credit card operations to North
ciiofina, the ""iV 

justification it could have for undertaking this
;.G;;;-would be ir-it could charge.rates lisnel !!3l,it could fron
its home 6,tate. Therefore, deregulition would-necessarily mean hi'gher
credit card and revolving charge rates.

8. Cost of brinqing new jobs t9 the st?te. It is unknown
just how rnany rvils credit lt?Yld bring.to the
state, or sav6 for the-state. The three lirgest credit card issuers
in thi state Wachovia, NCNB and First Union - have already - noved
rnost of their credit card operations out of the state. They.qake- no
pronises to return if derelulation passes. However, even if these
;;;ai[-;ara- operationi were-to return, representatives of the banking
inaustry estiiate that around 1lOO jobs would either be saved or
-i-ated'by this }egislation. From the experience_of other states, as
exptainea- below, €fris number seems unrealistically !ign. Hovever,
a=luning this nurnber is correct, eacb job created, or saved by
a"reg"fition sould cost North Carolina consuDers over 9lg ttrousand a
year.

g. Jt is verw unlikelv that dereqglation lvould bring manY

ious to North Lions work on economies of
ffiare-EI9[iycornputerized.-Adding.1o,ooonewcreditcard
accounts wouLd aouf€fuity iaa a single new job to- a credit card
center. Both Georgia and-Louisiana recently-passed laws deregfulating
creait cards rates-with the purpose of bringing jobs to those states
from the new cieait card opeiation centers. Afparently not a single
new credit card bank has moved to Louisiana as a result of the new law
in that state.- eccoiaing to the Georgia State Banking and Finance
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Department, only one credit card operation has rnoved to that state in
in! iro and a iralf years since tlreir law went into - 

ef fect. This
single new credit cala bank in Georgia has created only 5o new jobs
for that state-

10. Derecrulation promotes hicrher credit card rates. _Attached
is a list of--TnE feasE exiEnsive ar,aTfre nost expensive credit card
6ff"rirgr $ the nation. -Atl but two of the nosl exPensive credit
iiiar ui" offered by banks residing in states with deregiulated-rates.
fr;-I";; roii"iity 'clf cards sith-ttre lovest rates are provided -by
nanfs fion states-uittr capped rates. (New York State is the anomaly,
there credit card rates are capped at 25*')

The analysis in this presentation i! ty .owl: I obtained
primarv intoraati6n from the Federal Resenre Bank in nichrnond and the
6;;;;at- cr"ait Card Rating Senrice in California. The Federal
Reserve Bank pi"via"a me witn the amount of outstanding revolving
credit debt oi.red to North Carolina banks as of June 30, - 1989- To
iirive at the figures set out above it was necessary. to malce certarn
assumptions based-on information provided by representatives of the NC

;;;k"il-Aisociation, as well as- the Federal Reserve Board: 1) o-ne

half of the revolving charge accounts are credit card accounts; 2) -t!e
;;;;.;; nonthly -balSnce f5r revofying cha-rgg accounts-is 9s00; and 3)
ao* oi al1 aclount holders pay off their bilances in full each month.
i b"li"v" that 'these assunptions are reasonable because they ?re
industn/ norms t yet to ttre e-xtent they err, i! is on the consenrative
;id;. it worrlnelt detailing these Lalculations is available upon
request.

f know of no !,aY to- cgln:, b{
I to make these- calculations' Because
e;;;s"i;ii"n would alj.ow nuch.hisher rates than is now ryt1g :11Is"9.,ina it is clear that courpetition-does not work for interest rates in
ine ietail narket p1ace, Lhere should be little doubt that the cost to
ll6iti-cii"fin" consumers of deregulating credit for merchants will
equal, et exceed, that of deregulating the revolving credit of banks.

Thank You for Your
legislation on mY clients,
you have any questions.

l{argot Saunders, N-C.
Office Box 2?343, Ra1eigh, N. c.

January, 1990

interest in the effects of this proposed
low incone people. Please contact me if

Legal Serrrices
276LL. (919)

Resource Center, Post
821-0042.
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AII but three of the banks offering these cards.are in
states where credit card interest rates are capped. The three
banks which originate fron deregulated states are denoted by an
asterisk *.

cards
period
$z:.

1.
2.
3.
4.
5.
6.
7.
8.
9.
L0.

*f- APPENDIX Q

THE TEN CHEAPEST CREDIT CARD BANKS IN THE UNITED STATES

The following is a list of the ten least expensive credit
offered in the United States. Each bank allows a grace
of at least 25 days and has an annual fee of less than

10.50* - Simmons First National, Arkansas
11.50t - People's Bank, Connecticut
L4.oot - Republic Bank, Florida
14.90* - Security Savings Bank, Hichigan
l-6.50t - Indian Head National, Delaware tt

16.7ot - Fleet National Bank, Rhode Island
16.80t - Crossland Savings Bank, New York
16.8Ot - Dollar Dry Savings, New York
15.98t - Bank of New York, Delaware *
17.00t - PNC National Bank, Delaware *

THE TEN MOST EXPENSTVE CREDTT CARDS TN THE UNTTED STATES

Every one (except two - from Iowa and New York) of the
credit cards which currently charge the highest anount of
interest is offered by a bank fron a state which has deregrulated
credit card rates.

Eight of these ten banks are among the top twenty credit
card issuers in the nation. These top ten banks control 34t of
the credit card narket.

1.
2.

3.
4.
5.
6.
7.
8.
9.
10.

2L.OO* - First Interstate Bancard, California
21.OOt - Beneficial National, Delaware (note: 21t
fIoor, rates can rise with an increase in the prine
20.Oot - Wells Fargo Bank, Catifornia
19.80* - Norwest Bank, Iowa
L9.80* - First Interstate Bancard, California
19.80* - Bank of America, Californl.a
19.80t - MBank, Delaware
19.80t - Flrst Chicago, Illlnois
19.80t - Citibank, South Dakota
19.80t - Chemlcal Bank, New York

is the
rate)

Data gathered from information provided by Consumer
Credit-Card Rating Serrrice, fnc. Analysis by Margot Saunders,
N.C. Legal Serrrices Resource Center, Raleigh, N.C. (919)
82L-OO42.
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APPH{DIX R

PRESENTATTON TO THE
LEGISI.ATIVE RESEARCH COMI'IISSION

STUDY ON

DEREGUI,,ATION OF CREDIT, CREDTT CARD BANIG AIID
LINKED DEPOSITS

. February 1-, 1990

1. Comparison of interest rates in North Carolina with those
in deregulated states-

2. South Carolina contract for purchase of a used car with
Annual Percentage Rate of 52*-

3. South Carolina snall loan contract with Annual Percentage
Rate of 66.75*.

4. Arizona second mortgage loan contract with Annual
Percentage Rate of 38.38*.

5. Illinois contract for purchase of a used car with Annua}
Percentage Rate of 59-06t.

6. Delaware newspaper artiqle detailin-g used car. dealerts

"rr"rgi"g "i-6oi 
'itrl".""il[(not copied i-n report,) it Minutes of Meeting]

7. Table of repaynent practices of credit car users, showing
that about- 6ne nait of low income people pay off their
credit cards in full each nonth.

B. Annual cost of deregulating credit cards and revolving
credit to North Carolina consumers.

g. Effects of deregulation on loan delinquencies.

l-0. Wa}l Street Journal Article regarding banks lending
practices and their effects on the increase in personal - -Lankruptcy filings. [(not copied in report,) i., Minutes of MeeLingl

11. Personal bankruptcy filings as compared to total number
of households in N.C. and some deregulated states'

L2. Durham Morning Herald article regarding the effects on
jobs of CcB'; potential rnove o! its credit card
operat,ions out ot-stItJ:T?"";-.";ied-in r-.i5rt,f in-ltinuteJ-of Meetingl

13. News & Observer table showing profitability of N.c.
banks in l-989. [(not copied in report-r) in t"tinutes of Meeting]

Information provided by: Margot Saunders, N. C. Legal Services
Resource Center, P. O. Box 27343, Raleigh, N- c. 276LL (919)
821-OO42.
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COMPARISON OF INTEREST RATES
IN NORTH CAROLINA WITH THOSE

IN DEREGUI,ATED STATES

Retail Snall Loans** 2nd Mortgage
Typica Typical Typical tlpical TypState Range Highs Range Highs Range Highs Range Highs Range Highs

N.C.

s. c.

18*

L8-22.5*

18t

23+

23*

232

23t

18t 18* 26-36*,

3 0-4 0t

36*

77*

24-29*

3 6-55*

29-30t

25-45*

45-60t

29*

200*

30*

608

60t

14-18t

22-26*

2o-2st

2L*

18t

261

27.

2lt

Georgia L8-2lt
Delaware 18-21t

rllinois 18-2lt

18-20* 22*

2L* 2lt 27-200* 200*

30-40* 60*

18-21t 2I* 47-60* 60t
I(,

* The credlt card rateB do not !.nclude the effects o! extra charges lrhicltr are currertl,y prohtbited lnN.C., such as latE charger, tranErction fees, over the lhlt fe€;, €te.
** slarl roang qre consLdered thoge betw€en slso and g2ooo. for a tern of up to 24 Donths.

Y1:! t!r:, ?I"?Fti9l 9: th: infornation. relsting to the inr6re6t ratEe In south caroltnc, atl of thernlornaElon lllustrateal here waa.pravided on an anc@dotal baslE by legal sarviqee atto;neys in each stat.The inforration froD south Carollna was provided by Roy NarDE, Oei,uty-iAolnieiiiioi "r the LC.Departnent of Conauncr Aff,airs.
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APPM{DIX R

Table frcrn "The Effects of Proposed Credit Card Interest Rate Ceilirgs
Or Consurers ard Creditors.:' By the Staff of the Federal
Resenre Board, April, 1986.

Table 3.4
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oR sroRE cREDrr cARDs, lgmcrED FAllrLy cuARAcrgRrsrrcs
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7

]

2723
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I 5,000
2 0,0oo
2 5,000
3 0,000
4 0,000
5 0,000

- l4,ggg
- t9,9gg
- 24.ggg
- 29,ggg
- 39,9gg
- 49,ggg .

and rrcre

Age of faolly head (years)

Under 25
25-34
35-44
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Ope ratlves , labore rs ,

or 6ervlce workers
Farners or farE oanagers
Hlscel Ianeous

54
52
45
44
4l
42
55
56
6l
78

43
49
5l
4B
43
4l
45
46
43
60

28
l8
29

3t
3l
3l
27
)A

25

I6

t9
25
27

23
27
28
23
29
3l
24

28

r8
30
27
26

7

8
8
J
6

32 35
8 14

32 23

40
68
45

38
27
22
28
3l
3r
32
t)
26
l6

/.

I
I
I

24
27
26
2L
t3

38
43
4l
47
60
77
85

39
JI
35
46
54
76
76

33
33
3l
29
24
r3
l5

29
25
27
24
l6
l0
*

28
29
33
27
24

L2

L2

33
34
32
27
?l
t2
L2

57
46
46
47
58

57
53
65
48
46

49
47
46
4l
52

32
27
28
29
2L

19 l8
27 25
?8 26
31 29
29 26

27
28
24
26
29

30
32
l6
30
28

28
24

23

50
50
60
44
44

40
74
56

t3
l5
l9
2l
26

23
2L
l6
30
28

25
L2
22

)

NearIy
always pay
ln full

T977-T983

Soae t lnes

R-8



APPH{DIX R

rH E- 4-NIlsILgos-I-oF DE REGU mrr NG

8&lvrue--quprr-AND cRED-r r cARDS
FOR BANKS

8

As sum ing
credit
effected,
GRACE

that onlY 20t of all
card accounts were
the cost of LOSIIIG lgE

PERIOD would be: $2r ,7 60 ,218

As suming
credit
ef fected 'INCREASE
be:

that onIY 20t of
card accounts

the cost of a
IN INTBRBSf RAIBS

alI
vre re

18
would

$1,208,853

Assuming
revolving
effected,
INCREASB
be:

that onlY 40t of
charge accounts
the cost of a

rN INTBRAST RATBS

aII
were

It
would

$3 ,858 ,329

Assuming
credit
ef fected 'INCRBASB
be:

that onlY 20t of
card accounts

the cost of a
IN INTEREST RATtsS

alI
we re

3*
would

$3,526,559

Ass um ing
revolving
effected,
INCREASB
be:

bhat onlY 40* of
charge accounts
the cost of a

IN INTARBST RATBS

all
ltere

3*
would

$r1,604,987

Assuming that 20* of the credit
card accounts lost their grace
periodr and interest rates went uP
;i 3t for 20t of the credit card
a'ccounts, and 408 of the revolving
charge accountsr the cost would
be: $37,354,467

If deregulation of revolving
credit meant that l'000 PeoPle had
iobs in the state that theY would
iot otherwise have, the COST Per
JOB would be: $37,355

This analysis is based on
Reserve Bank in Richmond on
for credit cards and related
as of June 30, 1989' who

System (about 808 of all NC

provided bY the Federal
of "loans to individuals
by North Carolina banks'

of the Federal Reserve

informat ion
the amount
banks" held

are members
banks).

i 'v/
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THE EFFECTS OF DEREGULATTON ON LOAN DELINOUENCIES

The following is a comparison of the delinquency rates of open end bank Ioans
past due 30 days or more. Att states except North Carolina have deregulated interest
rates for credit cards and revolving credit. The percentages are shown as a percentage
of the total number of loans outstanding. The information is provided by the Federal
Reserve Board, and is as of September 30, L989.

State Revolving Bank Card
Credit Loans Loans

Amount Higher Anount, Higher
Than Nc Than NC

I

North Carolina 1.05t L.98t

Delayare 2.858 2.71 xNC 2.7A* 1.36xNC
M

E Georqia 2.312 2.20 x NC 2,62* L.32 x NC
ot.
F Illinois .87t .83 of NC 2.57* 1.30 x NC
il

Viroinia 1.31* l-.25 x NC 2.L9+ 1.11 x NC

AII States 2,7L* 2.58 x NC 2.32\ l. 17 x NC

I

For further infor-rnation, contact: Margot Saunders, N. C. Legat Services
Resource Center, P. O. Box 27343, Raleigh, N. C. 276LL, (9L9) 821-0042.

))



APPEI\DIX R

PERSONAT BANKRUPTCY FILTNGS
AS COI{PARED TO TOTAL NUMBER OF HOUSEHOTDS IN

SEI,EETED DEREGUI.'\TED STATES

ll*rr 
E
*
€

1
3

t

State

TotaI
#of

Filings
#of

Households
For each Filing

\-/' Inforrnation provided by the U.s. Adninistrative office of the
Courts, WashLngton D.C-. for bankruptcy filings for the year
ending September 30, 1989.

North Carolina 81225 291

Virginia L4 '482 149

ceorgia 29,709 '16

fllinois 3O,7L9 L39

Arizona L3 '288 93

South Carolina 4,228 283

Nationwide 594 r 51-1 15L

j
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APPENDIX S

NORTH CAROLINA GENERAL
LEGISLATIVE SERVICES

2129 STATE LEGISLATIVE
RALEIGH 27611

ASS EM BLY
OFFIc'E
BUILDING

?GE R. HALL. JR
-irarrvg AovrNtSlRArrv€ OFF rc'ER

,'g!EPHotrE: (9 I 9) 733-7044

GERRY F. COHEN. OIRgCTOR

LEGISLATIVE ORA FTING OIVISION
TELEPHoNE (9 I 9i 733-6660

THOMAS L. COVINGTON' DIREC]OR

FISCAL RESEARCH OIV!SION

TELEPHONE: (9 I 9) 733-491 o

M, GLENN NEWKIRK, OIRECTOR

LEGISLATIVE AUTOMATEO SYSTEMS DIVISION

TELEPHoNE: (9 t 9) 733-6834

MEMORANDUI,i

TO:

FROt't:

TERRENCE O SULLIVAN CI:REC'CF
RES€aRCd Orv'SrON
TELEPHoiiE (91 9) 733.2578

MARGARET WEEB
LEGI9LAl'VE INFORMAi;OTi OFFICgR
TELEPdo\E (9 I 9) 733-42@

March B, L990

Committee on Deregulation of Revolving Credit,
Credit Card Banks and Linked Deposit Progran

H. warren P1onk, Fiscal Analyst
Fiscal Research Division

SUBJECT: Fiscal- analysis of credit card/revot.ving credit
proposal s

Per requests of Representative Hege, Representative Brubaker,
Senator Jim Johnscn, and Terry Sullivan the following guestions
have been addressed. It must be noted that the following
estimates were made using national data, revolving debt
outstanding for June l-989, and that some basic assumDtions were
made. The interest expense in all cases was conpounded monthly
for one year.

As sunpt i ons

o Sixty-seven percent of the debt held by North
Carolina consumers is serviced by out-of-state
financial institutions, and 67% of the outstanding
balance is held by out-of-state financial
insticutions.

o Thirty-five percent of North Carol-ina credit card
users pay their purchase balance off in full every
month.

o Consumers will not change the amount of debt they
choose to hold because of an increase in the rate of
interest, increase in the amount of fees, and,/or the
elimination of the free oeriod.

Federal Reserve BulIetin; February 1990
Statistical AbstracL of the US.; 1989

Research Sources:

s-1



APPEI{DIX S

1. The cost for each percent increase in the interest rate
to North Carolina consumers on bank credit cards and on
revolving credit accounts.

TotaI revolving includes debt issued by commercial banks,
retailers, oiI companies, savings institutions, credit trnions,
and pools of securitized assets, (PSA).

( nillions )
Total rerelllilg_
@ebt, aI1 N.c. institutions $ 1,354.1
Total revolving debt, Iess PSA ---- $ 1,224.L

Interest expense @ 18* ---- $ 264.9
InteresL expense, Iess PSA ---- $ 239.5
This is a current cost

Interest expense G 18.42* $ 27L.8
rnterest expense, Iess PsA ---- S 245.7
The increase in consumer interest cost
due to a .A2Z increase in the rate of interest $ 5.9
Increase in interest cost, less PSA S 6.2

j lnterest expense G 19t ------ $ 280.8
,j Interest expense, less PSA ---- $ 253.5

The increase in consumer interest cost
due to a 1? increase in the rate of interest S 15.9
Increase in interest cost, Iess PSA $ 14.0

Interest expense @ 2l* ------ $ 313.4
Interest expense, less PSA ---- S 283.0
The increase in consumer interest cost
due to a Zeo increase in the rate of interest S 32.6
Increase in interest cost, less PSA ---- $ 29.5

Interest cost due to a 3t increase $ 48.5
Interest cost, less PSA ---- $ 43.5

Page
1

1

tt
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APPENDIX S

The likely costs in aggregate for this State,s consumers
of implementing the NCBA's proposal on deregulating
unsecured open-end credit for domestic lenders viewing the
results of this sort of credit deregulation in otber
states and national trends.

Other states and national trends, 9u€stion 4i page 6 and
Table 1.

Total revolving debt, N.C. Commercial

Interest expense @ l8t ------ $
This is a current cost.

Interest expense e 18 -42*, $
The increase in consumer interest cost
due to a .422 increase in the rate of

( nillions )

Banks ---- $ 570.0

111 .5

Total Commercial

rest expense @ 1-9* ------ $
increase in consumer interest cost

t_14.4

interest $ 2.9

r.l_8.2

to a IZ increase in the rate of interest S 6.?

rest expense € 21* ------ $ 131.9
increase in consumer interest cost
to a 2sts increase in the rate of interest $ 13.7

pe ri od

I nte
The
due

I nte
The
due

Free

As sumpt i ons

o Thirty-five percent of North Carolina credit card
users pay their purchase balance off in full every
month, i.e. "Convenience Users."

o Consumers will not change the amount of debt they
choose to hold due to an increase in the rate of
interest, increase in the amount of fees, and,/or the
elimination of the free period.

At the end of June 1989 the benefit to North Carolina creditcard convenience users, from a free period of 25 days, isestimateC to be SS miLlion for that rnonth. rf June 1999represents the annual average with regards to pay patterns ofthe convenience users and to the anount of purlrrlsi baranceheld f rom rnonth to rnonth, then the annual benef it is estimatedto be $60.01 million a year.
(interest = l.5B a month)

Pa-qe
3
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APPNDIX S

Savings Institutione (nillions)
Total revolving deb.t, N.C. Institutions $ 30.85

Interest expense @ 18t $ 6.04
This is a current cost.

Interest expense € 18.42+ $ 6.j.9
The increase in consumer interest cost
due to a .422 i.ncrease in the rate of interest S .150

Interest expense € 19t ------ $ 6.39
The increase in consumer interest cost
due to a 1? increase in the rate of interest $.350

Interest expense € 219 ------ $ 7.14
The increase in consumer interest cost
due to a 2Z increase in the rate of interest S.?50

Credit Unions ( nillions )

Total revolving debt, alf N.C. Institutions g L3.5

Interest expense @ 1Bt S 2.64
This is a current cost.

Inte rest expense € 18.43 S Z .1j.
The increase in consumer interest cost
due to a .422 increase in the rate of interest S .0?0

Interest expense @ 19* S 2.8
The increase in consumer interest cost
due to a 1% increase in the rate of interest $.1G0
Interest expense € 21t ------ S 3.L2
The increase in consumer interest cost
due to a 2z increase in the rate of interest $ .320

Page
4
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APPENDIX S

'\. 3 - The }ikely cost in the aggr.egate of raising to zLz thei rate chargeable for retail revolving credit as proposed
by the NCRMA.

( nillions )Retail ngvoLving
@ debt, N.c. Retail Firns S 550.0

Interest expense @ l8t $ 107.6
This is a current cost.

Interest expense @ 21t ------ $ fZ7.2g
The increase in consumer cost
due to a 3? increase in the rate of interest $ 19.69

A IZ increase in the rate of interest leads to a $6.5 increasein interest expense

oil companies Revorving 
(nillions).

Total revolving debt, oil firms $ 59.2

Interest expense e 1Bt $ 11.69
This is a current cost.

,, Inte re st Expense Q zLt ------ S 13 . B 4
The increase in consumer cost
due to a 3& increase in the rate of interest $ 2.15

A 1? increase in the rate of interest leads to a $ . Tl-6increase in interest expense.

Page
5
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APPENDIX S

The cost, in excess of that perrnitted under this State's
laws, attributable to the current use by North Carolina
consumers of bank cards from out-of-state iSsuers not
subject to this State's interest rate ceiling.

As sumpt i ons

o Sixty-seven percent of the debt held by North
Carolina card holders is serviced by out-of-state
financial institutions, and 672 of the outstanding
balance is held by the out-of-state institutions.

o Thirty-five percent of North Carolina credit card
users pay their purchase balance off in fuIl every
month regardless of the state in rvhich the issuer is
domicile.

The lowest interest rate offered by a bank or savings
institution offering credit cards nationally is Arkansas
Federal Savings. The annual rate is a variable rate
(11.88t as of 2/5/90], and interest is charged from the'
date of purchase. There is no grace period.

The greatest, most common interest rate offered by the ten
largest U.S. issuers is Wells Fargo. The annuaL rate is
2AZ, and a special lower rate is available on some cards.
There is a grace period of 25 daYs.

The estimated range of
inposed by out-of-state

(11.882)
Lowe s t

Ar^
> t 6 . z5

cost to North Carolina card ho1ders
financial institutions is:

(nilIions)

Ave rage

A 
' 

A-)f U i. 'l

(202)
Highgst

$136.74

Principle is the estimated total outstanding debt held by
out-of-state institutions .

Interest is compounded monthly for one year.

Page
6
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APPET{DIX S

5. The cost to this State's consumers of eliminating the
prohibition on solicitation and payment of insurance on
revolving credit purchases as envisioned by the N.C.
Retail I'le rchants Association proposal .

Total cost is indeterminate at this time.

Page
.,
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a
X
H

z

Dato: Llarch 8, 1990

BILLION OF DOLTARS

HOLOER/WPE OF CFEDIT

Tolal Oulstanding Revolving
Percent Disposal Personal lncorne

Comrnercial Banks
Retarlers
Gasoline ComPanies
Savrngs Insltlutlons
Credit Untons
Pools ol Securitized Assets'

Gross Personal Savings
Percenl DisPosal lncome

CONSUMER REVOLVING CHEDIT

NATIONAL OATA
TEble I

1987 1988

June JulY

1989 1989

August
1 989

September
1 989

1 95.1 53
5.4o/o

1 17.894
37.355

3.886
1 1.000
5.287

1 9.73 1

1986

136.38
4.5o/o

86.76
34.32

3.26
8.37
3.67

NA

125.40
4.420/o

153.88 174.79 189.62

4.7o/o S.1o/o 5.20/o

99. 12 1 17 .57 1 15.56

36.39 38.69 36.814

3.62 3.69 4.017

10.37 10.15 10.951

4.39 4.69 5.187

NA NA 17.117

SePt.19B9
124.90 101.80 144'70 191'10

4.140/o 3.17o/o 4.24o/o 5.27o/o

1 91 .028 1 94 .398

NA 5.4o/o

1 15.967 1 17.012
36.963 37. 1 34

3.936 3.976
1 1.176 1 1.206

NA NA

17.795 19.827

Sourcesi Fedeta, Soseve Eutletin: FQbruary 1990

Sl.rlis.rcJr.{osltad o, tls Uniled Sl€les t989

.ou|snnclingoatanceso|pootsuponwhichsecuilieshaveoeenissued;|h6ssba/ancesarenotonge|cafiiedonl|'eba,6ncesnee6
cl lne toan onginalot.

ivo(or fha Federat Resar/e dala conpiled in lhis table includes credil cstds' open4nded rcvotving charge accounts' anct banl ovetdran

pro|ection'AineicanExptess'ttavelandenlenainmentcdrds'andsofierc|aite3|hathavein.housercvolvingacco|mtsarenot
included.
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Appendix

2.3\, N.C. percent of Personal income for the U'S'

.4%, * N.c. credit unions percent of U's Tota1

.433,* N.c. savings institutions percent of U'S' Total

.33?PercentofN.c.shareofNationalDebtheldbyNorth
CarolinacardholdersandissuedbyNorthCarolina
insti tutions

.35? Convenience users

.65? Borror"ter

P Principle r - nonthly rate of interest

n number of periods I' Exp' interest expense

PSA - PooIs of securitizied Assets

Equat i ons

t[(banks*.023)] *.33 ] * '65 [ P(1+r)"]] P= 1'Exp'

{[ (retail * .023) ] * .55 [ P(1+r)" ]] P = r' Exp'
Same Process for oil comPanies '

{t(savings * .Q043)l * .65 [ p(t+r)"]] P = r' Exp'

tt(credit * .004)l * .65 [ P(1+r)"]] P = I' Exp'

{t(pse * .023)l * -33 } * [ P(]-+r)"1] P = r' Exp'

t:
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@
ra"

DEPARTMENT OF INSURANCE

TO:

FROM:

SUBJECT:

State "f F*th Oarslinu

P. O. BOX 26387

RALEIGH, N. C.27611

MEMORANDUM

January 2, l-99O

Members of the Legislative Research Commission Study
Committee on Deregulation of Credit, Credit Card

llllli: w:":,:::::,., :, ::"::1." 
""",ne 

s s,hr.ugh
credit cards Prohibited" )

This is in response to the inquiries directed to me throughyour Comml-ttee Counsel, Terrence D. Sullivan, about this statute,which would have been repealed by the original edj-tion of SenateBill 377 l-n the L989 First Regular Session.

rrEM: "The position of your office on the proposed repear ofArticle 4A of chapter sB of the Generar Statutes" lc.s. 5g:61.2)
RESPONSE: To repeal this statute would increase the votume ofunwanted, unsolicited, high-cost credit-related insurance to bankcredit card holders in North carotina. A rarge portion of thissoLicitation will involve out-of-state financial i-nstitutions orcredit card facilities that provide millions of credit cards tocitizens in this State. To alrow this to happen wirr result ingiving the financiar services industry (creail card facitities) ablank check to collect additionar proitts from sources that resultin 1ow loss ratios.
ITEM: "Your opinion as to the impact of that proposed actionon North Carolina consumers, the revorving credit indirstry, the Jobmarket, and economic growth"

RESPONSE: The major effect on the revotving credit industry,as far as economic growth is concerned, is the iact that if thi;'statute is repeared, it wirr dramaticairy increase the market shareof the credit insurance industry to its ldvantage. The credit cardfacility will already have a customer base to solicit and wiIIgreatly reduce any competition by insurance agents in this State.As with many products and services, reduced c6mpetition meanshigher cost and less servl-ce. The North Caroliira consumer would beon the receiving end of less service and more cost at a time wtren

(9r9) 733-7343
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I APPENDIX T

consumers can least afford such an economic effect. I can see no
major effect on the North Carolina job market.

rrEM: "Any knowredge you have of the experience of otherjurisdictions that permit those activities now prohibited byArticfe 4A of Chapter 58"

RESPONSE: I have no knowledge of any experience records of otherjurisdi-ctions that permit the sale of credit insurance on account
balances of credit card facilities. Because of the dual regulatorysupervision of the banking industry (federat and state), theinsurance regulator woutd be hard pressed to gain access tofinancial records of any credit card facility.

rrEM: "Any other information that you feer wourd help the
committee in its anarysis of the effect of revorving creditderegulation on the insurance laws and regulatory structure of this
State rl

RESPONSE: rnsurance products and services, distributed byfinancial institutj-ons, do not appear to be any more effj-ciently
distributed or have a lower cost factor than insurance sotd Uy lnetraditj-onal insurance agency network. North Caro1j.na law sets a
maximum rate for credit insurance and most, if not arr, credit
insurance poricies are sord at the maximum rate. The current
maximum eredit insurance rates are set forth i.n G.s. 5g-349 forcredit life insurance ( seventy cents per $1_OO of indebtedness fordecreasing coverage and 51.3O per $1OO for level- coverage) and inG'S. 5B-35O for credit accident and heatth insurance (vlried
amounts dependj-ng on the rength of the roan and the types ofbenefj-ts). If credit card issuers were atlowed to write creditlife insurance on the monthly outstanding balances of their cards,the Ii-kely annuar premium rate would be $1.07 per $1ooO, which isthe actuariar equivalent of seventy cents per $100 for decreasingrife coverage. credit insurance loss ratios are at a revel ofapproximately thirty to thirty-five percent. This means that forevery premium dollar paid in, the insurer pays out thirty tothirty-five cents for claims. The typical commission rate for thesale of credit insurance is fifty to sixty percent.

Most banks, whether they are regional banks or major moneycenters, have numerous branch locations that they would like tomake more efficj-ent. They would like the ability to market moreproducts and spread the cost of the existing branch distribution
system over a much larger product base. This would lower theiroverhead cost per saIe. However, the premium rates for theinsurance product would stilI be marketed at the maximum rate,which wourd result in a higher profit margin for the bank. Theavailability of insurance has not been a major factor; and thefinancial institution wourd be no more efficient seIler ofinsurance than the 1ocal insurance agent. rt would be more of aconvenience factor to the consumer.

2
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,l - APPENDIX T

There is already a demonstrated "reverse competition" in thesare of credi-t j-nsurance by banks. The control by banks at thepoint of sale allows them to sell to consumers the policies thatproduce the highest commissions to the banks regardless of theavailability of policies with lower premiums. The deregulation ofrevolwing credit so as to allow insurance marketing would only
enhance this "reverse competition',.

It is well known that some financial instituti.ons are underconsiderable financial pressure at this time. To expand into areasof insurance is a perceived means to ease this financial pressure.
However, there is something disconcerting about authorizing newactivities in institutions that are having substantj-al problemsfulfllling present obligations. I would not 1ike to see the assetsand reserves of an insurance product being viewed by a financialinstitution as an additionar form of quasi-FDrc for relj_evingfinancial pressures.

I am very concerned about the ideas of merging the businessrj-sks associated with the insurance industry witft-tnose associatedwith the banking fierd. The two industries work on entirerydifferent theories. To merge the two creates a real potential forfinancial disaster for all regulators: Those of us who are chargedwith the reguration of the insurance industry and those state andfederal officials charged with the regulation of the bankingindustry. rt is when insurance coverage is treated as a commoditythat consumers falt prey to the lure oi creative advertising and socalled "discount" prices. r have concluded that there aresubstantial risks to the public that coutd have substantial longrange, adverse effects.
I have enclosed two very limery articles from the Ralej-gh Newsand observer's December 30, i-989, edition. one describes theprecarious financial positions of the nation's banks caused by badrear estate 1oans. The other reports that North Carolina banls arefaring better than banks ersewhere, but stirl need to treadcautiously.

3
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TATE

.LABAMA

L ASKA

R I ZONA

RKANSAS

AL I FORN IA

'-
' LA}l, REGUIATIOI.I OR ATTORIIEY

GENTRAL OPINIOII

Alabama Insurance Code ;

$27-8-23 "Use of Vendlng
llachlnes and Credl t
Facl I I tles.'

None, but see "Alaska All
Llnes Charter" Dlvfslon of
Insurance Newsletter Vol. 12,
l,lo. I, l.,lnter 1980

EFFECTIVE
DATE

Acts l97l

August 6,
1979

n
col'tHEltT

r
FU

z
HX

I

$27-B-23(c )
Prohlbltlon agalnst sollcltlng or negotlatlng contracts of
lnsurance (except credlt llfe and dlsablllty and accldental
death beneflt Insurance) or seeklng or acceptlng appllcatlons
through the arrangement or facllltles of a tredit tird faclllty
or organlzatlon or through credlt facllliles of a retall mer- 

-

chandlse. establlshment or department store. Exceptlon:
Authorf zed Insurers or thelr agents can use fftTffflE5 of credf t
card lf sollcltatlon dlrected to credlt card holders or credlt
customers of retall merchandlse establfshment or departrnent
store whlch.malntalns at least one buslness establlihment ln
Alabama and.provlded countefslgnature laws complled wlth.

Effectlve November l, 1979, credlt cards may be used for pay-
ment of Insurance premlums as long as:

l. Use of credft card does not fncrease total premlum' cost to pollcyholder.

?. tto ldlscount to pollcyholders electlng not to use
credlt card for premlum paynent.

3. Insurance contract can not be used as chattel to the
credlt card used to extlngulsh premlum payment.

None

None

Bul I etln llo. 79-6
"Acceptance by Insurers
and Producers of Credlt
Cards to Pay Insurance
P reml ums "

None

Use of credlt cards for payment of Insurance premlums lawful.
Insurer or producer must offer all exlstlng and prospectlve
Insureds an equal opportunlty to charge Insurance premlums to
thelr credit cards. The fnsurer may not, for rate-nrakfng
purposes, deem Insureds who elect to utlllze thelr credlt
cards for premlum payaents to be a dffferent class of fnsureds
from those who elect to pay by other nrethods. Insureds who
elect not to utllfze credlt cards may not be glven a
dlscount. Insurers or producers may not lmpose a separate fee
or servlce charge on Insureds solely because they elect to use
credlt cards to pay premlums.

OLORADO



LAI.I, REGULATToN 0R ATToRNEY
GENERAL OP IN IOII

Connectlcut Insurance Lhws
$38-32a "Sollcltatlon of
Insurance Contracts front
Credlt Cardholders Prohlblted,
Exceptl on"

Attorney General Opinlon,
November 15, 1984 -
"Prohlbltlon Agalnst
Marketlng lnsurance
Contracts Through
Credlt Card SoIfcItatfon"

None

Regulatlons - Title 33
Department of lnsurance
Chapter )(I - 14lscellaneous
Part ll00 - "Premfum Payments
by use of Credit Cards and
Sollcitatlon by Mall"

EFFECTIVE
DATE

tg67
Amended
1969

n
COI',IMENTS

:
;TATT

:ONNTCTICUT

ItA}JARE

ISTRICI ()F
OI. UI4B I A

I\)

No authorlzed Insurer or representatlve of the Insurer shallutlllze the facllltles of qny person or frrm engaged In thecredlt card buslness to sollclt or negotrate coitiacts of
Insurance from credlt cardholders resfdlng In connecilcut
unless the lnsurer ls authorlzed to lssue-ilfe rir accldent
and.health fnsurance and the fnsurer has a lfcensed Insurance
agent as agent of record fn Connectlcut. No credlt card
cQmpaly can utlllze lts credlt carf, faclllty to sollclt or
negotlate contracts of lnsurance. Thls prohlblts the credlt
card company from transmlttlng applfcailons, premfum rate
schedules or sales llterature. ilbt prohlblieil are l)
flnancfng premlum through a credlt card, z) sollcltalron of
coverage protectlng agalnst llablllty for lost credlt cards,
3) Insurlng debt to the credlt card company fn the case of,
death, dlsablllty or unemployment, 4) lhsuitng colrateral for
d9bt1 agalnst casualty_or other loss or damagi, or 5) Insurfng
the debtor-credltor relatlonshlp between the-cardholder and
the credlt card organlzatlon.

Questlon addressed was whether an Insurance company llcensed In
connectlcut to sell accldent and health lnsuranie ind llablllty
Insurance ls-prohlblted by 038-32a from sollcltlng personal
excess.llablllty Insurance through the facllltles-oi a corporafion
engaged In-the Lredlt card buslniss. The A60 siys 0gg-iea'protriltts
the type of marketlng as only life and accldent ind-health insurance
are exempted by statutory constructlon.

use of credlt cards to pay premlums not prohlbrted as long as
rebatlng, dlscrlmfnatlon or other fnsurahce laws not vlolited.All sollcltatlons must be made by the Insurance company or lts
agents. Sol lcf tatlon by maf l rnust state premf um pairmeirt may be
made In cash, by check, or by a charge to the authoilzed crlortcard. Sollcltlng letter may not dlsplay the emblem of the
credlt card company so as to glve the lmpresslon of Inducement
or preferentlal treatment. credit card can not play a role ln
the sollcltation and should serve no other purpoie than ls
served by preauthorlzed check.
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LAI^I, RFGULATIOI{ OR ATTOIIIIEY EFFECTIVE
GENERAL OPINION DATE

n
COI'IMENT;TATE

:LOR I DA Florlda lnsurance Code
$626.e541 (q) (3)
Dlvlslon of lnsurance
Ratlng Informatlonal Bulletln
83-244 dated June 17, 1983

0ctober l,
1982

$626.9541 (q) (3) provtdes that llcensed agents and Insurers
can sollclt or negotlate, accept appllcatldns, lssue or delfver
pollcles,. recelve, collect or traniirtt premlums to or for any
Insurer through the arrangement or facliriles of a.credlt caid
organlzatlon for the purpose of Insurlng credlt,card holders or
prospectlve credlt card holders lf:

Ir

l. the Insurance nrust be noncancellable by any person
other than the named Insured, the pollcyholdLr or the
I nsurer r2. any refund of unearned premlum fs made dlrectly to the
credlt cardholder, and,

3. the transactlon ls authorlzed by the slgnature of the
credlt cardholder or other authorlzed slgnature. ,

The condltlons enumerated ln lr 2 and 3 do not appry to health
lnsurance or to credlt llfe, credlt dlsablllty oi'ciedlt
property lnsurance

All llfe, accldent and health appllcatlons must be returned to
a Florlda llcensed agent. No person may use or dlsclose
Infonnatfon resultfng from the use of a credft card for
lnsurance purchases when such Informatlon ls to the advantage
of the credlt card facllfty or agent, or ls to the detrlmeni
of the Insured or agent.

Bank credlt cardholders may be sollclted but the credlt card
faclllty can not dlsclose lnformatlon or make avallable
speclflc llsts of customers llmitCd to persons uslng credlt
cards,to purchase Insurance. Banks can only be pald for
actual adnrlnlstratlve expenses or reasonable expenses Involved.

$626.9541 (o) (2) allows the llcensed agent to charge and
collect the exact amount of any dlscount or fee charged by thc
credft card facfllty In addltlon to the policy premfum.

I

9187



LAI.', REGUTAIIOII OR ATIORI{EY
GEIIERAL OPINION

Florida Statutes 0817.646

EFFECTIVE

. DATE 
]

0ctober I j
l984

n
cofiMEl{TSTATE

Fl ori da
(con'tl

GEORG I A

Thls law makes lt unlawful for any person, busldess, )
corporatlon, partnershlp or other agency to make avilfaule (by
sale or otherwlse) any listing of ciedll card subscrlbers to -

any.thlrd party wlthout the express wrltten permlsslon of the
credlt card lssuer and the credlt card subscilber:. Exceptlons
to thls prohlbltlon:

l. credlt card lssuer can make llstlng of lts own card-
holders avallable to thlrd partles punsuant to a..
wrltten contract lf the contract re(ulres all subion-
tractors to !e bound by contract from dlvulglng any
part of the llst except to fulflll servlce ordirs.-?. consumer reportlng agencfes (as deffned by the Federal
Falr Cledlt ReporHng Act) nray'provlde llits of card-
holder names and card numbers to thlrd. partles under- the provlslons of the Act. -' 

'
3.. debt collectors (as deffned In the Falr Debt

Collect|ln ?ractlces Act) may transmlt cardholder
names and card numbers.

4. any corporatlon can make avallable, lend, donate or
sell lts llst of credlt card subscrlbers to any sub-
sldlary or parent corporatlon or to any other iub-. sldlary of a cormon parent corporatlon.

Prohlblts "tle-ln" sale arrangement uslng credrt card. Refers
to Inellgl!!llty of credlt cardholders to quallfy as a group
for group llfe lnsurance.

Attorney General 0plnlon
l,fay 30 , 1972 - "Proposal to
Extend Group Hfe Insurance
Coverage to Persons Usfng a
Partlcular Automobile Credlt
Card Vlolates Ga. Code Ann.
$56-713(l)" (recodifled Into
Ga. Code Ann., Chapter 6.)

Bulletin 187-E)(-1, September l,
"Credlt Card llse for lg8l
Insurance Premlums Translation. "

l. The flnanclal Instltutlon whlch lssued the credlt card
shall not be allowed to cancel the pollcy lf Insured fafls
tg pay the balance on the credlt account whlch Includes
the premlum.

2, Cancellatlon of coverage must be In accordance wlth
0$33-44-44 through 33-24-47,

3. Any fee charged by the flnanclal Instltutlon to the' merchant/lnsurer must be pald by the merchant/lnsurer.
The fee can not be part of the premlum or other charges to



LAI.I, REGULATION OR ATTORilEY
GEI{ERAI OPIilTOil

Attorney General Oplnlon
No. 259:17a, Aprll 30, 1963 -
"Tldewater 0il Company -
Credlt Cards*

Attorney General Opinlon
No. 354: l3c, September 7,
1964 - uAmerican 

Home
Assurance Company Mobll
0l I Company"
Attorney General 0plnlon
No. KPHI'f :byt, l.larch 2, 1977 -
"Premium Payment by Credit
Card Does not Constltute
Unfair llethod of Competltlonu

Attorney General Oplnlon
of l.larch 30, 1972 - "The
Legallty of Using Bank Credit
Cards to Flnance Insurance
Premiums in the State of
I daho"

Bulletin 180-3, January 10,
1980 - "Acceptance of Credlt
Cards for Payment of Insur-
ance Premiumsu

the insured.

4. If the Insurance transactlon on
completed, and a refund ls due,
credlt card memorandum. If the
any subsequent refund can not be

, of a credlt card memorandum.

EFFICTIVE
DATE

n
OMMEI{TSTATE

GE0RGIA, Con't

HAr.lAt I

I DAlr0

I(Jl

the credlt card ls not
the refund can be made by
transactlon ls complete,
nade through the medlum

Oplnlon No. 259:l7a addressed questlon of whether credlt card
company ls solfcltfng fnsurance or collectlng premfudr wlthout
a llcense by encloslng an Insurance brochure-(wlth appllcailon)
fn monthly fnvofces to credlt customers. The 0pfnroh'holds
that the credlt card company ls "sollcltlng" Inlurance and rs
a "collector of lnsurance premlumso and muit be llcensed.

Oplnfon.llo. 354:l3c found credlt card company would need to be
llcensed even lf Insurer malled advertlsthg wtth pre-addressed
name of cardholder and credlt card company was not compen-
sated. Bllllng of premlums on the creillt-card would bb
"collectlon of premiums" requlrlng llcense.
0pinlon No, KPHl,l:byt Indlcates that affordlng an f nsured the
opportunlty to pay premlums by way of a credlt card does not
constltute favored treatment or dlscrlmfnate agafnst persons
wlthout credlt cards. Premlum charged must be-the saire for
payment by credlt card or by other payment method but dlscount
for paylng cash mlght be allowable.

The fact that an Insurer collectlng premlums through a bank
credlt card recelved less than the full prenlum pald due to
the dlscount taken by the credlt card lssulng bank does not
constltute an fllegal Inducement or rebate or sharfng of com-
mlsslons. The ldaho Insurance Code does not prohlbit the use
of bank credit cards to flnance Insurance premlums.

lnsurers or agents would not be extendlng credlt for the pay-
nent of premlums by acceptlng payment through a bank credlt card,
The credlt oblllgatlon ls dlrectly between the credlt card
holder and the fssulng bank, and not wlth the fnsurer,



LAI,I, REGULATION
GENERAL OPINION

None

None

None

None

None

None

OR ATTORNEY EFFECTIVE
DATE

n
OMMENTSTATE

II.LINOIS

INDIANA

l0r,lA

KANSAS

KTNTUCKY

IOUISIANA

MA I }IE

MARYLAND

I

None

Attorney General 0plnion of
June ll,1964 - "lllegallty
of 0il Co. Credit Card
Insurance Plans"
Maryland lnsurance Code
gl67(c)

House Bill 1590 - adds
Subtltle 14, ($$14-1401 -
l4-1405) r'Credit Card Number
Protectlon Act" to the
Corunercial Law Artlcle

The Attorney General Oplnlon concludes that the oll companles
Involved ln lnsurance programs ln Haryland were actlng In a

manner so as to lnfluence the procurement of lnsurance.
Pursuant to Haryland Insurance Code $167(c), Influenclng the
procurement of lnsurance ls prohlblted by an unllcensed person
or entlty lf that person or entlty recelves any dlrect or
lndlrect corunlsslon, fee, reward, rebate or other conslderatlon.
Even relmbursement of expenses ls prohlblted slnce it constl-
tutes ttconslderatlon".

Restrlcts dlsclosure of credlt card or other paynent devlce
number unless: a) by the holder of the card or devlce number;
b) to thg holder or lssuer of the card or devlce numberi c) use
or dlsclosure ls pursuant to federal or state law, at the dlr-
ectlon of a governmental entlty or fn response to an order of
a court of proper iurlsdlctloni d) In connectlon wlth an
authorlzatlonr procssslng, bllllng, collectlon, chargeback,
'lnsurance collectlon, fraud preventlon, card or devlce
recovery, or debt or obllgatlon arlslng from use of the card
or device number; e) reasonably necessary fn connectfon wfth
sale or pledge of a buslness or lts assets, lnternal
management or operatlon of the company maklng dlsclosure or
betwien a corpoiatlon and lts subsidlarles or controlled
afflliates or between subsldlarles and controlled afflllates
provlded ttrat lf dfsclosure for marketlng purposes, cannot be
ta?e lT-trolder has notlfled lssuer In wrltlng that use ls not
permftted. Issuer shall notlfy holders of nondlsclosures
option at least yearly.

0ctober l,
l9B4
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TAIE

qRYLAND,

Jnr t

LAt.,, REGULATION
GENERAL OPINION

:

OR ATTORIIEY

Maryland Register "Subject:
Acceptance by Insurer, Agents
and Brokers of Credlt Card to
Pay Insurance Premfum"

EFFECTIVE
DATE

n
COMI'IENTS

I
\l

For purposes of e) above, payment devlce number does not
Include encoded credlt card number or encoded payment devlce
number..

Vlolatlon of the law constltutes a felony. The Haryland
Attorney can also Instltute clvll actlon for vlolatlons.

Deflnes "credit cards" to lnclude cards lssued by or through
banks (..g. VtSA, Bankamerlcard and llastercharge) and by non-
flnanclal entltles (e.g. Carte Blanche, Amerlcin Expresi and
Dlnerts Club). "Credlt card company" refers to entltles
whlch enter Into contractual arrangements wlth merchants
(lncludlng provlders of servlces) whereby the merchant
agrees to accept a credlt card lssued by the entlty for
payment.

Payment of servfce fee (merchant fee) based on a percentage
of premlum ls not a rebate as lt reflects the credlt card
company's assumptlon of the rlsk of loss In the event of the
credf t cardholder's default.

The requlrements that Insurers, Insurance agents and brokers
must meet fn order to accept credlt cards for the payment of
lnsurance premlums are as follows:

l. Ihe lnsurer that enters lnto a contract wlth a credlt
card company to accept credlt cards for the payment of
premiums must make that servlce avallable to all exlstlng and
prospectlve Insureds and may not llmlt the acceptance of
credlt cards to only certaln persons.

2. The lnsurer may not, for rate maklng purposes, deem
lnsureds who elect to utlllze their credlt cards for premlum
payments to be a dffferent class of fnsureds from those who
elect to pay premlums by other methbds.

3. Insureds who elect not to utlllze credlt cards'may not be
glven a dlscount (charged less than those who use credlt cards).

4, lto lnsurir or agent may fmpose a separate fee or servlce
charge on insureds solely because they have elected to use
thelr credlt cards for the payment of premlums.

t
t



TATE

ISSISSIPPI

I SSOUR I

ONTANA

EBRASKA

EVADA

II.I HAMPSIIIRE

LAl.|, REGUTATTOI{
GENERAL OPINION

OR ATTORNEY EFFECTIVE
DATE

n
COMHENT

ASSACHUSETTS None

ICHIGAN None

INNES0TA None

None

None

Noner

None

None

New Hampshlre Insurance Code Laws, l98l
$402:l5-a - "Transactlons
Through Credit Card
Facilltles" - Amended effectlve
August 2, 1986

5. lnsurers or producers t.lho accept payment of premlum by
credlt cards cannot take a collateral Interest In unearned
premlums as securlty unless they are properly reglstered as
premfun flnance company.

*l,lontana has unpubllshed standards tltled "Guldellnes - Use of
Credlt Cards for Payment of Insurance". These guldellnes
prov I de:

l. the use of credlt cards cannot fn any nanner Increase
the total cost to the pollcyhblder

2. there cannot be any dlscount to any pollcyholder who
does not use the credlt card for paylng premlums

I
@

3. the pollcyholder's Insurance
as chattel to the credlt card
premlum payrnent,

contract can not be used
used to extlngulsh

$llth the exceptlon of group or Indlvldual pollcles of accldent
lnsurance wrltten by authorlzed Insurers, no person may solfcft
or negotfate Insurance, seek or accept appllcatlons, lssue or
dellver pollcles, to or for any Insuner, or through the arrange-
ment or facllltles of a credit card faclllty for the purpose of
lnsurlng credlt cardholders or prospectlve credlt cardholders.
lndlvldual pollcles of accldent lnsurance must be placed
through llcensed resfdent agents.

9lB7
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II.I HAMPS}I IRI,
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LA}t, REGULATIOII OR ATTORIIEY
GENTRAT OPINIOII

0402:15 - al-a

$402:39 - "Offerlng
Rebates, etc. "

None

None

The Bul'letln - New York State
Insurance Department-May, 1987
- Counselts Corner - "Credlt Card
Payments of lnsurance Payments."

col'tMEltTs

Premfums returned as a result of cancellatfon of a pollcy pald
for wlth a credlt card or flnanced through a credlt card
faclllty must be pald dlrectly to the credlt cardholder.

An amount charged by a credlt card faclllty to an Insurance
agent or broker for the beneflt of use of the credlt card are
not consldered rebates.

Sectlon 2llg(c)(l) of the llew York Insurance Code permlts
brokers to charge to and collect from Insureds compensatlon
other than commfsslons on account of "other servlces In
connectlon wlth. . . any contract of Insurance. . . (lf)
such compensatlon ls based on a wrltten memorandum .:. ." A

producer-may therefore pass on credlt card charges to the
insured lf the Insured consents thereto In wrltlng.

Department of tnsurance has also establlshed certaln Infornral
criterla whlch must be followed when credlt cards are
employed. They are:
l. credlt card company can not sollclt Insurance
?. appllcatlons must be processed by the lnsurer
3. unllcensed persons, flrms or corPoratlons can not

recelve or share cormlsslons
4. pollcy forms must be flled and approved.
5. insurance must be placed wlth a llcensed company

elther directly or through a llcensed agent or broker
6. same lnsurance must be avallable to the general publlc

wlthout use of a credlt card
7. same Insurance must be avallable through any agent

llcensed wlth the company or a broker at no addltfonal
cost

8. ' insurance purchased can be retalned by the credlt
cardholder after he leaves the credlt card company

9. Banklng Law pertalnlng to premlum flnance agencles ls
compllad wlth

10. monihly.charge for bflllng and collection must be

reasonibly based on actual servlces rendered as well
as on experlence wlth lnstallment bllllng

EFFECTIVE
DATE

August 2,
I 986

August 2,
1986

Etl

TH

tH

JTRSEY

l'rt x I c0

YORK



;TATE

'lEl.l YORK,
lon' t

IORTH

:AROt INA

LA}.', REGULATION
GTNERAL OPI}IIOII

OR ATTORIIEY

North Carollna Insurance
Iaws $58-51.2

North Carollna lnsurance
Regulatlons, Chapter 12,
$.0308

EFFECTIVE
DATE

Laws 1967
amended
Hay, 1979

February l,
I 976

COI'IMENTS

ll. payment of bllllng charges must be made pursuant to a
contract for servfces rather than as conslderatlon
contlngent upon lnsurance productlon by an unllcensed
entl ty, and

12. monthly premlum and amount due for other credlt card
purchases must be separately and dlstlnctly
fdentlfled.

Piohlblts lnsurers and thelr representatlves from employlng or
avalling themselves of the use of person or flrms engaged In
the credlt card buslness to sollclt or negotlate any-cdntract
of insurance on a llfe or rlsk In N.C. or to accept payment of
premiums through the use of any credlt card faclllty.
Prohlblts credlt card facllltles from transmlttlng
appllcatlons for Insurance, premlum rate schedules, clrculars,
letter or sales literature pertalnlng to lnsurance to credlt
card holders. Exceptlons:

1. authorlzed Insurers, thelr representatlves and
brokers can accept payment of an Insurance premlum
through a credlt card faclllty provlded and operated
by a banklng corporatlon prlnclpally domlclled In N.C.
as long as all records relatlng to premlum payment
through the credlt card are malntalned In N.C.

2. authorlzed Insurers, thelr representatlves and brokers
can use the facilltles of a credlt card company to
sollclt or negotlate contracts of travel accldent
Insurance upon a llfe or rlsk In l{.C.

Thls Regulatlon provldes that Insurers sollcltlng under
058-61.2 may not do so In a way as to lmply that the bank
credlt card faclllty ls actually dolng the sollcltatlon.
Followlng guldel lnes apply:

1. Colors used by bank credlt card faclllty may not be
used In the sollcltatlon materlal.

?. Sollcitatlon materlal may refer to bank credlt card
faclllty lf operated by a bank corporatlon wlth
princlpal domlclle In N.C. but only by maklng use of
faCillty as one optlon to be used In paylng premiums.

3. Bank credlt card account number may not be shown on
address label of person belng sollclted.

I
H

9l87
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COMHEIIiTATE

IORTIi DAKOTA

rlil0

KLAIIO}'IA

REGON

LAt.I, REGULATIOI{ OR ATTORI{EY
GENERAL OPINION

None

Bulletln No. 44, December I
1964 - "Use of Credlt
Cards - Insurance"

0klahoma lnsurance Code
51204, Paragraph 10(e)

Bulletin No. 78-2

EFFECTTVE
DATE

December l,
1964

Laws 1957
as amended

July 26,
1978

TS

I

J

l. Letter of sollcltatlon must be wrltten, lssued and
nafled by the fnsurer on the fnsurer's statfonery,

2. 0ll companles or other credlt card companles who are
not llcensed Insurers can not sollclt Insurance.
Therefore, no oll company or credlt card company can' lssue any letter sollcltlng Insurance on lts'
statlonery. They can, under a separate malllng, lssue
a notlce about the avallablllty of the program but
'can not mentlon the lnsurer or use the lnsurerts
emblem or symbol.

3. lnsurers can not use any emblem or symbol of an oll. company, motel chaln! express company, or any other
company not llcensed In 0hlo as an lnsurer.

01204, paragraph l(}(e) deflnes as an unfalr method of
competltlon or unfalr or deceptlve practlce the grantlng of
any speclal favor, advantage or other beneflt fn the payment,
method of pay,rnent or credlt for payment of premlum through the
use of credlt cards, credlt card facllftles, credlt card llsts
or wholesale or retall credlt accounts of another person.
Thls paragraph is not appllcable to Indlvldual pollcles
covering accldental bodlly InJury or death.

Allows use of credit cards to pay premlums as long as:

l. lnsured does not get dlscounted premlumi

2. fallure to pay credlt charges cannot cause coverage
to lapse; and

3. unpald credlt charges are not charged back to the
agent or lnsurer.

*Department of Insurance has establlshed certaln Informal
crlterla whlch must be followed when credlt cards are
employed. They are: , ;

l. Appllcatlon must have sectlon glvlng appllcant rlght
to pay dlrect rather than through credlt card.

TNNSYLVANIA None*



STATE Gtf',lERAt OPfilfON

PTNNS Yt VAN IA
(con't)

LAl^|, REGULATION OR ATTORNEY EFFECTTVE
DATE C0t'ft'tEilTs

2, Department posftlon ls that electlon of payment
through credft card on appllcatlon ls the same as
paylng flrst premlum In cash. Irunediate coverage
should be provlded. lf the company does not grant
lnnedlate coverage, effectlve date wordlng on appll-
catlon must be In bold, promfnent prlnt.

'' :3ff i:lill lH:.ti":":;r:l,ii.lt,ll"fi"lt'il?i!"1'""
effectlve 4ate of coverage.

4, oepartnent must be lnfonned by company ds to when
subsequent premlums are consldered collected - rhen
recelved by credlt card complny or Insurer.

5. oepartnent must.be Infonned lf fnterest ulll be
ch.rged by the credlt card frclllty on prenlums
(lnterest can bq charged on past due prenlums rdded to

= Eccount balrnce),
:.

5. Deparhent nust be Informed of uhat evldence ls glven
the tnsured rs to portlon of pr€vlous nonthly payn€nt
credlted to Insurance premlum and for uhat rhnth he
has Dald.

. 7. Deparfunent nust be Informed of Company posltlon lf
Insuredrs credlt card c.nceled and uhat procedures
exlst lf lnsured uants to cancel paymnt n€thod or
mode or pol lcy.

8. A premlum payn€nt rlder (avallable froll the Dep.rt-
nent) must be attached to the pollcy.

PUEnT0 RlCo l{one

Rlloof lSLAtlD llone

soulll CARoI- l A one

s0ulll DAI(0TA None

IElltltSStE None
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OHMEI.ITSrnrr

TEXAS

UTAII

VTRIIIONT

LAI.I, REGULATION OR ATTORNEY
GENERAL OPINION

Eoard Order No. 37550,
July 29, 1980 - "Rules In
Respect of Certain frade
Practlces, Including
Insurance Advertlslng and
Insurance Sol lci tatlon"

lnternal Insurance Department
l'lemorandum of llarch 6, 1974 -
"The Use of Credlt Cards As A
lleans of Provldlng for l4onthly
Payments of Pollcy Consldera-
tlons 0n Insurance Contracts"

None

None

$059.50.04.006 provldes that
avallabfllty of credlt card
that such method ls clearly

advertlslng deallng wlth the
bflling of premfums must dlsclose
optlonal to the purchaser. ,

EFFECT IVE
DATE

July 29,
I 980

l.

?,

Use of the name of the credlt card company must be
llmlted to announcement of avallabtllty of its
flnanclng servlce only.

The appl lcatlon or a separate lnstrument
establlsh a premlum loan from the credit
(appllcant's slgnature below card number
acceptable).

must clearly
card company
ls

I
J,

3.

4,

5.

6.

Insurance contrac.t must clearly deal wlth area of
unearned premlums and credlt card company's rlght
thereto in event of default on premlum note.

Rlght of asslgnment of unearned premlum,to credft
card company must be provlded for In the Insurance
contract.

Insurance contract should explaln problem of cancel-
latlon of coverage fn event of default on loan payment
to credlt card company.

If a premlum note to be slgned ls attached, note
should provlde for perlodlc advance of premlums 

'to 
pay

premlums for at least 60 days.

7. Use of credlt cards to pay premfums should be optlonal
and company should offer to collect premlums dlrectly
or by bank draft (offer may appear fn promotional
material ).

8. Advertislng should not be attached to an appllcatlon.
Appllcations should not be approved whlch contaln any
advertising beyond a premlum schedule.



STATE

|,IRGITIIA

}.,ASHIN6TOT{

,/tsT ytRGriltA

i,l sc0Ns lll

'IYOMING

LA}l' REGULATI0N 0R
GENERAL OPINIOil

None

Bulletfn 174-3
"(l) Extenslon of

ATTORNEY EFFECTIVE
DATE

February
6,1974

n
OHMETI TS

Cred I t
and Brokers

(2) Brokers, Only, l.lay
Charge Fees"

None

None

None

The Insurance Cormfssloner Interprets the fnsurance code to
permlt agents and brokers to accept payments of premlums
through credlt card arrangements, whether or not a dlscount ls
requlred by the bank or flnancfal Instltutfon.

i

Thls handout fncludes certaln "unpubllshed" Insurance depart-
ment guldellnes for credlt card usage that are provlded to
lnsurers by some departments as part of the process of
obtalnlng approval of pollcy forms. Thls handout does not
cover premlum flnance laws, retall Installment sales acts, the
Unlform Conmerclal Credlt Coder or slnllar laws whlch may be
appllcable dependlng on the manner fn whfch the credft card fs
utlllzed for Insurance purposes.

I
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APPTNDIX V

NORTH CAROLINA LEGAL SERVICES
RESOURCE CENTER INC.
J 12 SOUTH BLOUNTSTREET
]OSTOFFICE BOX27343
I?ALEIGH, NORTH CAROLINA2T6I I

(eIe) 82l-0042

STUDY OI{
DEREG{TT,ATTON OF CREDIT, CREDTT

LINKED DEPOSITS

PRESENTATION TO TITE
LEGISI,ATrTE RESE,ARCE COilUISSTOII

Donsld M. Saunder€
Mana€ing^{ousf4l Attorney

Abdul S. M- na.sheed
Director of T?ainlng

MaJ.got Freeman Saunder€
ConsumerAttornry

Psm Silb€rman
Beneirts Attorney

Deborah B. Warren
CARD BANKS AtrlD EconomicDev€lopmenrspecialist

4€nes B,ichaxdson Smith
Administrative SecreLarSr

I. We-oppose the Proposal of the Retail Merchants'

A- 1'trere is no justification for raising tlre interest
rates for t.iiif revolviig credit from 18* to 21.*. The prime
source of revenue and proiit for retail-ers should be from the
sale of goods and services. The extension of retail credit is
simply a- rnethod of facilitaling retail sa1es, i! should not be a
pro?il center. This is different frorn the situation of the
tanks, whose profit is derived solely from the extension of
credit.

An 1-82 per year charge on revolving credit.accounts is
more than ample to cover a ret;iler's cost of providing revolving
charge credil. Increasing this rate to 21? will sinply 99st
nortfr Carolina consumers more money without any correspondi-ng
imp::ovement in benef its.

B. Late Ctrarges are Unnecessary in Relation to Relolving
g.redit- By d.efinitioi, a revolving charge account.bears interest
on the outstanding amount for all-of the actual tirne the credit
is owed. Therefore, when a borrower makes a payment late' tl"
creditor earns more interest. This added amount of interest is
sufficient to compensate the creditor for the additional time
before the payment is made.

The retailers seek to be allowed to charge a fee of 5Z of
the payment, or $fO.00 whichever is less whenever a payment is
ten bafs late. This results in an absurdly lign additional
income-to the creditor for the extension of a few days extra
credit, when they are already being compensated with extra
interest charges.

The retailers say that they should be able to impose late
charges to eover their additional collection costs due to late
payments. However, there are no extra collection costs
issociated with an account being 10 days late. Indeed, no
creditors even send a reminder letter to the debtor until the
account is at least 60 days past due.
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C. Allouing ttre sale of credit life insurance on retail
rewolving credit is-unnecessary- In North Carolina, credit life
irr=rrt..,"6 is a bad deal to the consumer. Credit insurance is
almost always sold at the highest allowed rate, and North
Carolina's rates are among tne highest in the nation. The loss
ratios for credit Iife insurance are generally between 282 and
342. A loss ratio of 282 means that for every dollar a NC

consumer spends on credit life insurance premiumsr- only 2a cents
.t" piia iir clains. This compares very poorly with^the average
f"=='iitio= for other states -in the U.S. of over 50&' and worse
with the N.A.I.C's recommended loss ratio of 60Z'

If the retailers hrere proposing to se1} credit life and
credit accident and heatth insurance at reasonable rates, w€

would not oppgse this request. However, because.consumers must
spend so rnnth Lo get so iittfe benefit frorn credit insurance of
a'ny kind, we feel that any extension of the credit insurance
Urili"E=J, with the current rate structure, is unjustified.

A. Deregulation of revolving credit and credit cards
will not bring eiougn new jobs to the state to justify the cost'
Since Georgia denegulated their credit card rates 2 and +l? yegfs
igo, they have hid exactly one.credit card bank move into the
r€.te, wlich supplies only 50 jobs, Over the past_few years..a
number of state^s- have der6gulaLed their credit card rates with
the intention of luring out of state credit card processors to
Uii"t i"n* to the state. Most of the credit card offerors which
were-iiterested in moving their operations have already done so-
Even the North Carolina banks which have already rnoved won't
promise to return if this bill is passed. Further, it is not at
iff clear that the reason these banks moved their operations had
anything to do with the interest rate ceilings on revolving
creait in North Caro1ina.

There is nothing now stopping North Carolina banks frorn
competi-ng with other inlstate banks, or with out of state banks,
Uy bttering lower interest rates. Yet few do. CIearIY, the
e?fect of deregulation will be an increase in interest rates.
Thus the banks #i-ff make more money from deregulation, which will
come out of the pockets of North Carolina consumers. Yet, there
wiII be little, it dnY, added benefit to the people of this
state.

B- Unlike credit cards, revolving charge accounts are
not subject to competition fron out of state banks. In their
pi"p"="d bi11, the -banks seek to deregulate not only aJ-I credit
'"ar-a=, but alio, aII other revolving -harges.accounts offered by
banks, savings and loan associations and ciedit unions. As their
prinaiy justlfication for this, the banks have stated that^two-tnir&s of all credit cards held by North Carolinians are
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provided by out of state institutions. Even if that is
iufficient -reason to deregulate rates for credit cards, it has
nothing to do with other revolving charges.

The revolving charge accounts offered by financial
institutions which 5re noi credit cards are generally only
offered to their regular customers. Overdraft accounts and NOW

accounts are simply 5ne of many services that customers use along
with their cneci<iig ana savings accounts. No banks from out of
state are of-ering-straight r6volving accounts to North Carolina
consumers. Revoiving charge accounts are not subject- to
;;*pgaition, and there-is no justification for deregulating then'

C- Ttre proposed bill will not only a1-I-os-ltC financial
institutions to Lnarge vtratever they want, it would remove all
restrictions on strat out of state banks can charge NC conslamers -

Under the National Banking Act, and the 1978 Supreme Court
decision commonly known as llarquette, it is clear that a natlonal
bank in one stale can expor€ its interest rates into another
state, regardless of the usury laws in that state. There is
sti1l'subitantial question, however, about which reasonable minds
disagree, over wliether a national bank can export its fees and
ter:ms into another state.

For example, if a bank in Delaware a state with
completely deregulated rates - provided a credit card to a NC

citizen, the iiterest rates for that credit card account would
clearly be governed by Delaware law. Thus there is no doubt that
despitL our current 18% ceiling, a ?12 interest rate on that
Delaware credit card would be peifectly legal. However, j-f t!"
Delaware bank began i-rnposing tlte fees upon the custorner, it j-s
not at all clear- that-this would be lega1, as NC law does not
allow the inposition of late fees on credit card accounts.

The proposed bill would take away any opportunity a ^ NC

consumer rnight hlve to stop the irnposition of fees and terms from
out of state institutions. This is a najor departure from
current law. The North Carolina legislature has traditionally
maintained close control over the rates and terms charged to NC

consumers by out of state institutions.
D- Not only would interest rates be deregrrlated by this

biII, so would fees- The proposed bill sets a long, and -oPel
enaed list, of fees and char9e3, in addition to interest,. which
ndomestic lendersrt could chirge NC consumers. In addition to
interest and finance charges these banks could charge:

* transaction fees
* overlimit charges
* late payment fees or delinquency charges
* charges for return of bad checks
* membership fees
* any other fees and charges.
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consumers night try to.comparison shop {ot the best
credit cards -;t tooliing at-the intelest rates, and the annual
fees eharged. However, it is unlikely that .consumers could
determine the true efiective costs of a card with all of these
dif ferent chargres to consider. Rather than rnaking -credit cards
;;;;-;;mpeti[iv6, the addition of arl these other fees actuarry
makes them less so.

E. Specific problems vith ttre ttre Bankers' Proposed
BiII- Shou1d 'the General Assernbly decide that it would be best
to deregulate credit cards and revolving charge accounts, there
are a nri.mber of real problems with the proposed Pilf ' These are
set out below in the order in which they in the bill:

1

2.

3.

an open end account. on Page 2,
seciions 24-tt(b) , (c) and (d) ,

in proposed
there is no
indicate the

agreement.
by the Truth

by state law.

requi-rement that there be a writing to
exfstence of the oPen end credit
Although a written contract is required
In Lending, it should also be required

@)n 2A-LL(cl , (page ?) _the- bill
stat-es how interest is to be to be calculated for
rother lendersrt un-secured credit accounts. There
is no such explanation for open end credit which is
secured, in section 24-1i-(d). Tle same problem
exists 'in the credit card and credit card Bank Act
section in proposed section 53-248, on page 9.

t
nEner tena"rs. tt Under current law, it does not
ffi creditor offering open end credit
accounts can charge an annual fee of $20, unless
they are offering credit card accounts which do not
inv6lve direct loans to debtors. This means that

4.

only financial institutions offering-credit cards,
suclr as Master Card and Visa, are allowed to charge
these fees. The proposed bill would change the law
on this point and allow rrother lendersrr to charge
annual fels. See section 24-LL(e) , page 3, and
section 53-248, Paqe 9.

v
debtors. In proPosed section 24-1-l-(f ) , on Page 3,
the biIl would allow
a new interest rate
the entire balance
accounts and paY off
least debtors should

creditors to notify debtors of
and then begin imposing it on

if debtors didn't cancel their
in fuII within 30 days. At the
be abLe to cancel the account
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so as not to incur additional credit, yet have the
terms on the account be the same as when they
initially agreed to its terms. Beqgiring-debtors to
pay off- the accounts in full within 3o days is an
unfair burden to place on debtors who want to avoid
hi;[;; cn-rg"s t|an ]/ere irnposed when they first
incurred the debt.

Also, the bill only requires that this notice be
gi.r"" to consumers, when the account is subject to
ffre federal Truth fn Lending Act. The Truth In
r,ending Act only applies to personal, trousehold and
ia*1f' debt. rL doLs not apply to agricultyr?l or
smaLl business loans. Therb- is no reason that all
debtors should not be entitled to a notice of a
proposed -n..rg" in the terms of their revolving
credit.

s. ALI of !he- def initigns slorlld Pe= in the bill ' nq!
feaeral taw' In .ProPosed

;eAEGn 
=3-244, 

or page 4, the def initions for
ncontrolrr and rrcredit caidt' are sinply referenced to
other laws. Also, the definition for "credit cardrl
wnlcn is referred to in Truth In Lending only
defines a credit card as ttany card, plate, coupon
book, oT other single credit device that may be used
from time to time to obtain credit.rl

Respectfully submitted: March 8, 1'990

by: Margot Saunders- N.c: Legal Services Resource Center
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TACY H. THORNBURC

ATTORNEY GENERAL

--},1E}1ORANDUM--

TO:

FROl"l:

DATE:

RE:

APPH{DIX I,I

State of North Carolina
Department of Justice

P.O. BOX 629
RALEIGH

27ffi2-O629

733-7741

Committee on Deregulation of Revolving Credit,
Credit Card Banks, and Linked Deposit Programing

Phitip A. Lehman, Assistant Attorney General

January 31, 1990

Comparative Credit Card/Revolving Credit Rates

In response to requests from Senator Staton and Terry
Sullivan, I contacted representatives of Attorney General's
offices, Banking Departments or Consumer Affairs Offices in the
following states: Alabama, Georgia, South Carolina' Tennessee,
Kentucky and Virginia, for information on bank card rates and
revolving retail credit rates. While information on statutory
rate limits was readily available, information on rates actually
being charged was not. It{ost of the information on prevailing
market rates is anecdotal and informal.

From these various contacts, I would make the following
general observations:

1. Of these southeastern states, only Virginia and
South Carolina can be considered deregulated for
open-end credit, both retail and bank card.
Virginia and South Carolina retain some Iimited
control over fees.

2. Retail credit rates were typically in the 2L* range
while bank cards were in the 18 to 2Lt range, with
most closer to 18t.

Deregulation can bring on a variety of fees lannualfees, transaction fees, Iate fees, over-the-Iimit
fees ) which can be more costly than interest but are
much more difficult for the consumer to compute than
a simple APR comparison. To a lesser extent,
abolition of the grace period can result after
deregulation.

Despite credit card bank authorization, Virginia and
A-Labama reported having no credit card banks. Virginia
had attracted one credit card operation fronr
out-of-state but that operation has since moved to
Ohio. Only one credit card bank has been established
in Georgia.

An Equal Opportunity/ Alftrmattve Action Employer

3.
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The following is some specific information on those states:

Alabama: Irlaximum statutory rates for bank and retail
creAlt cards - 2l-Z lfor balance under $750); 18t (for
balance $750 and over).

Annual fee $15 maximum. No late charges. Other fees
and grace period not addressed.

I'lost banks and retailers charge maximum rate.

Credit card banks are deregulated but there are none.

Tennessee: Maximum rate 2I\ for retail and bank
crealrt ;rds. No regulation of fees
and grace period.

Bank rates typically around 18t; retail, 2L*.

Kentuckv: I"laximum raEe for bank cards 21*. Retail
credit has never been regulated.

Fee linitations: S20 maximum annual fee and $5 maximum
late charge.

Prevailing bank card rates around 18t; retail, 21t.

Virqinia: No regulation of bank or retail credit cards,
except late charge limited to 5t of pa)rment. Grace
period required for retail cards, but not bank cards.

Most bank rates at 18t; retail, 18 21t.

South Carolina: No regulation of bank or retail credit
ffiates must be posted and registered with
S. C. Dept. of Consumer Affairs.

Transaction fees and late fees not allowed. No
regulation or grace period or annual fee.

Registered rates typically 19 22* for bank cards;
21 24* for reLail.

Georgia: No regulation of bank card rates or fees.
Retail credit 2I*

Most bank cards charging 18t; retail, 18 211.

Both South Carolina and Georgia reported some deregulation
) problems with other forms of consumer credit. Some finance
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company rates in Sout.h Carolina were in the 40t range and a used
car dealer was charging 50t interest. In Georgia, the Department
of Consumer Affairs receives complaints about "usurious " Ioans in
the 35 to 40t range which are now 1egal. Another example was an
advertised mortgage loan of 8t which carried 40 points.

The Georgia fndustrial Loan Administrator said deregulation
had created a "million problems " particuJ-arly for unsophisticated
people and particularly in the mortgage lending area. A number
of marginal lenders moved into Georgia to take advantage of the
deregulated climate. Because the rndustrial Loan Act still
regulates closed end consumer loans under S3r000, there is a
major incentive for lenders to push borrowers into loans above
that limit. 'Packing" Ioans with extras like credit insurance,
accidental death and dismemberment policies, auto club and thriftclub memberships is a particular problem. Formerry, regulated
small loans had the highest rates but those rates ire not
exceeded by deregulated non-bank consuner loans over $3r000.

Other Derequlated States

The bank card industry is becoming more concentrated. While
there are approximately s, -000 bank carJ issues, the top zs cover
about 75t of the market. Most of the top credit card'banks arelocated in a few deregulated states, notably Delaware and SouthDakota. rt is in these states, which have an average bank card
rate of 19.5t, that the effects of deregulation are most
apparent.

The folrowing attachments contain some examples of majorderegulated credit card terms. Not only are the rates higherttran in this state but the additional terms, such as traniactionfees, late fees, absence 9f a grace period none of which are
arrowed in North carolinar - make the cost to the average
consumer higher still.

A.
B.
c.
D.
E.

Attachments

Terms from recent out-of-state bank card soricitations
Rates for major bank card issues in deregulated states
Sample billing statement for deregulated card
Comparative rates for retail credit card plan
Consumer complaint regarding S12.50 late fee

llt has been estabrished by the supreme court that banks can"export" the rates allowed by their home states to out-of-statecustomers. However, it is still unclear as to whether banks canexport non-interest terms, such as late fees, to states whichdisallow them. The issue is currently being litigated in rowa
and Iulassachusetts.
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sAltpLE DEREGUTaIED BAltxcARD RArEs r TERtri (rron unsolicited nai] offers)

aank i Stat€ of Annu'I Translction Late Crace 
'

rs.uanc€ A'Es ;; i€; , Fee P€rlod oth€r Feeg

Chase lrlanhattan (Visa) r9 .8t S20 2t (cash advance) S5-Sl5 Yes 55 Dupl'-Statement
or Sales SliP CoPY

D.I!d!r€ S.50 !ln. Fin. chs.

19.8t $rs sr0 Yes S10 Over Lirnit
Bank One
Ohio

sr0 S10 Over Limit
First Deposit N.B.
New Hampshire

21.9t (cash adv.; S 0

20.49t (purchases)
(var. w/5mo.
intro. rate
of 15.8t

Chase l{anhattan (Mastercard) 15.5t s50 2t (cash advance) ss-s r5 Yes S .50 t{in. Fin. Chg.

Delawa

Bank of Nnerica
California

sr8 2t (cash advance)
I .5t ( service

transaction )

ss Yesr9.8t

minimum -s
I
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RATES CHARGED BY MAJOR BANKCARD
ISSUERS IN DEREGULATED STATES

BANK

Bank of New York
Chase Manhattan
Chemical Bank
Core States Banks
First Atlanta
First Chicago
l"larine l4idland

Associates National
Bank of America
Household Bank
Wells Fargo

Bank One, Columbus

Citibank

First National of Omaha

Signet Bank

MAX. RATE

19.8r
19. 8t
19.5r
19.95t
18.0r
20 .4t (var. )r9.8r

23.9*
19.8r
21.0r
r0 .0r

STATE

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware

California
California
California
California
Ohio

So. Dakota

Nebraska

Virginia

20.81 15

19. Br 50

2L.8t (var. )

19.8t

FEE

$18
20
20

0
t5
20
20

20
18

0
18

18

)

The above card issuers represent the largest issuers in the U.S.
Each has over 1 million cardholders. Rates cited represent the
highest Visa or llastercard rate marketed by the bank.

Source: Consumer Credit Card Rating Service
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The
uniformly Pay

CO},IPARATIVE INTEREST RATES CHARGED BY
NATIONAL RETAIL CREDIT CARD SERVICE

(utilized by local merchants to offer
open-end credit. to consumers)

chart shows that consumers'in deregulated states
3t higher APR than North Carolina consumers.

lf the Agreement is governed by California law: Applicant if
married, may apply for a separate AccounL

O I989 BMCA USA.APP.FR-I/36
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lf the Agreement is governed by Delaware law: Finance charges not
in ercess of tbose permitted will be charged on lhe oulstanding
balancer from month to month on the AccounL

lf the Agreement is governed by lllinois law: Residents of lllinoir may
contact ihe lllinois Commissioner of Banks and Trusts Companies for
comparative information on interest rates, charges, feer, and gtace
periods. State of lllinois - C.l.P. P.O. Box l0l8l, Springfield, IL 62791
Tel. l-800-634-5.132.

lf the Agreement is governed by Maryland law: Finance charges
*ill be made in amounts or at rateJ not in excess of those permitted
bv law.

lf the Agreement is governed by Ohio law: The Ohio law againrt
discrimination requires that all creditors make credit equally
available to all credit worthy customers, and that credit reporting
agencies maintain separate credit histories on each individual upon
request. The Ohio Civil Rightr Commission adminirters compliance
with this law.

lf the Agreement is governed by Texas law: This contract is subject
in whole or in part to Texas law which is enforced by The Consumer
Credit Commissioner, 2601 North Lamar Boulevard, Austin, Texas
?8705-4207, Phone (5t2) {79.t285, (214) 263-2016, (?13) {61.40?{.

If the Agreement is governed by Virginia law: To avoid additional
finance charges being applied to your currenl purchasec on the next
month's statement, pay the new balance on the statement in full by
the due date.

Method Of Computing The Balance

Colorado, l{ainc. lilrssrchuslll!, lhinncsolr Average Daily Balance
ilississigpi. lllont.ftt. torfi Crolinr (excluding new purchases)

lll 0lhlrsltlts Average Daily Balance
including new purchases)

Arlansrs, C0n0eclicut, 0istricl ol Columbir. llrrrii. Mrryland
'lnsl.. llorlh Crrolinr, llorth 0rkolr, Pennsyhrnir, Rhode lsland

!thw strtcr

. r(e information about the costs o[ the Credit Card described in this
Applicalion is accurale as of August. 1989. This information may
have changed after that date. To find out what may have changed,
write to us at Bencharge Credit Service, !00 Beneficial Center,
Peapack, N.J. 0?977.

None

$.50

CREDIT CARD DISCLOSURE CHART

ANNUAI PERCENTAGE RATE

Daily
Periodic

Rate

Range of Balances
Subject to

FINANCE CHARGE

lrkrnst l0Vo .02?390'0 Full Balance

rlrfrnr 2lVo .05?530,b S0-$750

l8o/o .0493t0b Over S?50

Crlifornir 19.9/o .05.1520,'0 Futl Balance

Conncclicul

(accounts opened on or 150/o .04109ob Full Balance

before 9/30i89)
(accounts opened on or 180/o .019310,/0 Full Balance

after l0i l,'89)

lorr 19.80/o .0512{'t'0 Full Ealance

lftasrs 2lo/o .05753dh S0-S1000

l4.4oh .039.t5,rb Over $1000

24.40/o .055890/0 Full Balancefigrl

ilissouri 200/o .05,1?90r Full Balance

llebrrsh 2l0io .05753'lo Under $500

l8o/o .0{93lon 5500 and Over

tloridr. llarrii, ldrlro, 180/o .0{931'}b Fult Balance

Iouisianr. M.ino, thssechusells,

Itli0ncsol., llorli Crrolinr, tlorlh Drkola.

Pennsylrrnir, 8[0de lslrrd, Tcrr!, Ut,i. Wrsiington. West Uirginir, Wisccasin

llf 0ti!t Sl.les 210/o .05753d'b Full Balance

Grace Period For Repayment Of Balances For New Purchases

Colorado. I[aina, Illrssrcbusrlls. ttinn?s0lr, tilississipgi, Monlana and llorli Crro.

lina-lbu have until the start of the next billing period after new purchases
are posted to your account before being charged a FINANCE CHARGE.
lll 0thcr SlalesJfthe new balance at the beginning of the billing period is
S0 or is paid in full by the due date shown on the statement covering the
prior billing period (which is 25 days after the statement date) no
FINANCE CHARCE is assessed in the currenl

Minimum FINANCE CHARGE

Ed. 8/89
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LACY H. THORNBURG

ATTORNEY CENERAT-

APPEI.IDIX X

State of North Carolina
Department of Justice

P.O. BOX 629
RALEIGH

2761o2-C,6,29

November 9, L990

9t9-733-7741

Committee on Deregulation of Revolving Credit,
Credit Card Banks and Linked Deposits

c/o I4r. Terry Sullivan, Committee Counsel
Legislative Services Office
2129 State Legislative Building
Raleigh, North Carol-ina 276L1-9184

Dear Committee Members:

At the committee meeting on September 24, Chairman Hege
requested interested parti-es to comment on proposed legislation
before the committee, particularly on the draft amendment to G.S.
S25A-14 regarding finance charges on revolving retail credit
accounts. On behalf of the Attorney General, I would like to
offer some brief comments.

Attorney General Thornburg has consistently opposed the
deregulation of consumer credit. It is his position that maximum
credit rates should be set to allow the creditor a reasonable
rate of return while protecting the consumer from usurious
practices. As originally proposed in SB 377 , not only woul-d all
open credit have been deregulated for aII classes of lenders but
a number of other important consumer protection measures would
have been eliminated, such as grace period requirements,
prohibitions on hidden fees and security interest restrictions.
Such a wholesale dismantling of our state's consumer credit
protection laws is unacceptable.

This is not to suggest that there should not be any
statutory changes, as long as those changes are made with
precision and in response to a demonstrated need. The draft
committee amendment to G.S. S25A-14 deserves serious
consideration. ft would change the maximum rate permitted for
revolving charge accounts and would not affect any of the other
consumer protection provisions in the Retail Instal-lment Sales
Act. The authorization for late fees and credit insurance has
been dropped from the original proposal. The grace period would
be maintained and there is no authorization for annual membership
fees.

X-I
An Eq ual Opportu nity,/Affirmative Action Employer
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Committee on Deregulation of Revolving Credit,
Credit Card Banks and Linked Deposits
November 9, L990
Page 2

Currently, G.S. S25A-14 allows for finance charge rates
ranging from LBB to 242 for closed end credit accounts. If the
rate limit for open end accounts is to be raised to 2LZ, we would
recommend limiting it to accounts with principal balances of less
than 52r000. If the principal balance is $2r000 or greater, the
maximum rate should remain at 188 to maintain consistency with
the closed end credit limits.

We would oppose any more substantial revisions to our
consumer credit statutes, especially the deregulation of credit
card rates and fees. Bank card credit appears to be widely
available to creditworthy consumers and outstanding consumer debt
remains at all-time high levels. We are facing rapidly
escalating energy prices and a possible recession. This is not a
good time to consider removing the limited controls we have on
consumer credit costs.

Thank you for considering our views on this matter.

Sincerely

LACY H. THORNBURG
Attorney General

Assistant Attorney General
CONSUMER PROTECTTON SECTTON

PAL: ac
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APPENDIX Y

GENERAL ASSEN{BLY OF NORTII CAROLINA

SESSTON I989

HOUSE Revolvingcreditbill | | I | 3 190

Short Title: Int. rates revol. creclit (Pr-rblic)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO MODIFY FINANCE CHARGE RATES FOR REVOLVING CHARGE

ACCOUNT CONTRACTS.

The General Assembly of North Carolina enacts:

Section l. G.S.25A-14 reads as rewritten:
"$254-14. Finance charge rates for revolving charge accorrnt contracts.

a) Notwithstandine anv other ion of law. on the extension of consumer creclit
modo PUrsuont to o rovolving charge account contract uncleruvhich no finance charge
shall be imPosed uPon the consr-rmer or clebtor if the accolrnt is paicl in firll within 25
days from the billing date, there may be chargecl a finance charge at a rate not to
exceed one and three quafiers t (1 314%) per nronth conrputecl on the unpai

Y-l

ion of the balance of the previous month less payments or creclit within the billin
gYcle or the avera8e daily balance outstarrcling cltrrirrg the current billing periocl;

HOUSE Revolvingcreclittrill I I / l 3/90
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provided, however, that a nrininrunr_g!al&q_!g!_-!

and collectecl upon the unpaicl balarrce o{'such contract. ancl proviclecl. turther.
that an annual fee may not be imposecl upon such contract.

(b) In the event the revolving charge account contract is securecl in whole or in part
by a security interest in real property. then the finance-charge rate shall not exceecl the
rate set out in G.S. 25A- t5(d).

(c) No default or deferral charge shall be inrposecl try the seller in connection with a

revolving charge-account contraet. exeept as specifi6-ally pror,iclecl tor in G,S, 24-ll(a)
contract. "

Sec. 2. This act is effective Octoher l. 199ll. ancl applicat'rle to purchases
made on revolving charge accounts made on or afier the crffective clate.

Y-2 HOUSE Revolvingcreditbill | | ll3l90



APFEIIDD( Z
NORTH CAROLINA GENERAL

LEGISLATIVE SERVICES
2129 STATE LEGISLATIVE

RALEIGH 2.76I I

ASSEMBLY
OFFICE
BUILDING

GEORGE R. HALL. JR.
LEGTSLATIVE AoMINISTRATtvE OFFIcER
TELEPHONE: (9 1 9't -7 33-7o44

GERRY F. COHEN. orREcroR
LEGISLATIVE ORAFTING DIVISION
TELEPHONE: (9 I 9) 733-6660

THOMAS L. COVINGTON. DIRECToR
FISCAL RESEARCH DIVISION
TELEPHON€: (91 9' 733-49 I O

M. GLENN NEWKIRK, DIRECToR
LEGTsLATIVE AUToMATEo SYSTEMS DIVISIoN
TELEPHoNE: (9 | 9) 733-6434

TERRENCE D. SULLIVAN. DIRECTOR
RESEARCH DIvISIoN
TELEPHoNE: (9 I 9) 733-2578

MARGARET WEBB
LEGtSLATIvE INFoRMATIoN OFFIcER
TELEPHONE: (9 I 9) 733-4200

November 13. 1990

MEMORANDUM

TO: Committee on Deregulation of Creclit, Credit Card Banks, ancl Linkecl
Deposit Programs
L,egislative Research Commission

FROM: Terrence D. Sullivan
Committee Counsel

RE: Analysis of REVOLVINGCREDITBILLI I lt3l90 A B|LL To BE
ENTITLED AN ACT TO MODIFY FINANCE CHARGE RATES FOR
REVOLVING CHARGE ACCOUNT CONTRACTS.

Section l would amend G.S. 25A-14, Finance charge rates
account contracts, to remove the references to revolving credit
24, Interest, and establish in the Retail Installment Slles Act
General Statutes) new operative regulations.

for revolving charge
extensions to Chapter

(Chapter 25 of the

Suhsection (a).presently-incorporates the maximum charges ancl fees chargeahle for
open-end and revolvilg creOit.in S.q. 24-ll, i.e. l. ll2Vo-per month on tfre unpaid
balance. and specifically prohibits the imposition of the annuai fee (a maximum of $ZO)
allowed in- open-credit transactions. The proposecl new language of subsection (ai
would establish for extensions of consurnei crbclit under a r&otiing charge acco,,ni
contract a maximunr finance charge of _l 3/4Vo per month on the unpaid balaice (with a
$0.50 minimum charge),. would lransfer to heie the 25-day grace periocl .ontuin.O- in
G.S. 24-ll. would continue the.prohibition against impo;in-g an innual charge, ancl
would eliminate surplus language ih G.S. 2SA-lZ1c;.

Section 2 would make this bill effective on October l, l99l with regarcl to
purchases made on revolving charge accounts macle on or after tirat date.

z-l
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{PPENDIX AA

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION I99I

HOUSE CREDITCARDBILL I I I 1319O

Short Title: Credit Card Deregulation & Banks (Public)

Sponsors:

Referred to:

A BILL TO BE ENTITLED
AN ACT TO AUTHORIZE CREDIT CARD BANKS. TO AI\4END THE RATE OF

INTEREST AND FEES APPLICABLE TO CREDIT CARD ACCOUNTS. OPEN-
END CREDIT, AND REVOLVING CHARGE ACCOUNTS.

The General Assembly of North Carolina enacts:

ithin 35 cla,vs from the b,itling
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and one-half pereent (l l/r%),
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-end credit other than credit card acconnts.

(l) Open-end creclit. Credit extended by a creditgr Lrncler a plan in rvhich
the creditor reasonably contemplates repeatecl transactions. the creclitor
may impose a flnance charge from tinre to time on an outstancling
unPaid balance, and the amount of creclit that nray lre extenclect to the

debtor during the term of tho plan. up to trny limit agreecl upon by the

Pafties, is generally macle available to thc eltent that any outstancling

balance is repaicl.

(2) Consumer open-end creclit. Open-encl creclit that is extenclecl for
Personal, f-amily or householcl puqroses in an anror-rnt of t',venty-tive
thousand dollars ($25.000) or less.

€) Domestic lencler. A bank. savings ancl loan assclciation. savings bank.
or credit union organized under the la'"r,s of this State or the unitecl
States which has its ptinc,ipal plgce of busin..ss in this State.

(4) Other lenders. Persons, corporations. partnerships or other entities
other than a domestic lencler, that extencl open-encl creclit.

credit eard egntract ancl surrender all earels issu.ecl urncler the eontraet ts the lencler. he

the cardholder's eredit earcl aeeount.

(a) The following clefinitions apply in this section:

On the extension of open-end crqdit, whether securecl or Lrnsecurecl, a domestic
lender charge and collect finance cha and interest. transaction fees. overlimit
charges, late ment fees or cleUnquency charges. cha fbr each return of a

dishonored check or draft in ment of anv ion of an outstandinq lralance.

fees and . In addition, an extension of open-encr creclit. whether securecl or
unsecured, by a domestic lenclel 44y provicle for such terms ancl conclitions as mav be
agreed upon by the par-ties. All fees ancl charges authorizecl b), this section are nraterial
to the determination of interest uncler the most firvorecl lencler cloctrine ancl uncler

membership fees, whether assessed on an annutrl ot- ot

AA-3 House CREDIT'CARDBILL | | I li l9O
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whiclr is n.rt r"cu,.e.l by ,.e,
ProPeftY or anY other thinH of vah-re, other lenclers may charge ancl coll".t int.r"rr,
finance char8es or other f-ees at a rate in the aggregate not to exceecl one ancl one-half
Percent (l l/27o) Per month compr-rtecl on the unpaicl porrion of the balon." of th.
Drevious month less Payments or creclit within the billing clycle or the average clail,

(d) on the extension of open-encl creclit which is securect try real or personal
property or any other thing of value. other lenclers m

odic rate not to exceed one ancl one-quarter percent (r u4o/o).
(e) No interest or finance charge may be imposecl upon an extension of secured or

unsecured oPen-end credit, other than a clirect loan to a debtor. by other lenclers if the
account is paid in full within 25 clajrs fi"om the billing clate.

(0 If a creditor PloPoses an amenclment to a consumer open-encl creclit plan whi"h
of interest, or f'ee to be paicl by the debtor

section 85 of the National Bank Act, 12 uSC $g5. or seci.n 521 of the
Institutions Deregulation ancl Monetary control Ao ol t9g0. l2 usc $lg3tct.
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and the plan is subiect to the requirements of the fecleral Truth-in-Lencling Act (Title I

of the Consumer credit protection @:), as amenclecl, ancr as
implemented ulation Z. t2 CFR g226 of rhe eggg$l Bglglve System, the

ays trefore the ef{bctive clate of
the amendment of the amenclecl terms ancl of the clebtor s right to cancel ,t" ol"r.,. rr*

orclance with the terms ancl
conditions of the that are then in effect. Cancellation_$, the clebtor is effective
upon recei the creditor of written notification _of' cancellation at an aclclress
designated by the creclitor. Failure to cancel the plan before the effective clate of the

ebtor to the amenclnrent.

rcls ancl creclit carcl accounts as clefinecl in
G.S. s3-244.'

Sec' 2' Chapter 53 of the General Statutes is amenclecl by aclcling a new
Article to read:

"ARTICLE 2I.
"Credit Card and Creclit Carcl Bank Act.

House CREDITCARDBILL | | I | 3 tg} AA-4
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This Article shall be known ancl nra be citecl as the North Carolina Creclit Card ancl

Credit Card Bank Act.

"$ 53-244. Definitions.

The following definitions apply in this Artjcle:

(3) Control. Definec! in section 2(a)(2) of the Bank Holclins Com
Act of 1956. l2 USC gl84l(a)(2). as anrenctecl.

I Credit card. Definecl tn ttrt. -f * *n**., ar"Ot*
Act. 15 USC $1601 et s"q..ar am.ncle.l.ond ar i*plementecl by
section 226.2(a) of Regulation z issuecl b_v the Boarcl of Govemors of
the Federal Reserve System.

Credit card accolrnt. An ana
domestic lender, credit card bank. or other credit carcl issuer ancl

States whose principal place o1' 9r-rsi.lless is located in this State or a

bank organized uncler the laws o1'this Stgle. the activities of which are
limited tglhose authori4gl in G.S. 53-246.

(7) Domestic lender-. A lrank. savings ancl loan association. savings bank.
or credit union organized uncler the latvs of this State or the United
States which is authorizq4 by law to accept dep<lsits ancl make loans
and has its principal place of busine$ in this State.

(8) Foreign lender. A banh. s ancl loan association. savings bank,
or credit union organized _under tE laws of the Unitecl States. any
state other than tllls State. or the Disrrict of Cotumbia. which is
authorized by law to accept deposits ancl make loans ancl has its
principal place of business outside this Sttrte.

Holding conrpany. A company that controls a domestic or

g)

(6)

t or agreement betrveen

{-!) Banking conrnrission. The Banking conrnrission of this state.

A Commissioner. The Commissioner of Banks of this State.

debtor pul'suant to wlrich open-encl creclit is accessecl bv a creclit carcl.

credit carcl bank. A bank orsanizecr uncler the laws of the unitecl
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CE Open-encl creclit. Creclit extended by a creclitor uncler a plan in which
the creditor reasonat'rly contenrplates repeatecl transactions. the crectitor
may impose a finance charge from time to tinre on an outstancling

unpaid balance, anclj!_he anror-rnt of creclit that may be extenclecl to the

debtor during the term of the plan. r-rp to any linrit agreed upon by the

Parties, is generally macle available to the extent that any outstancling

balance is repaid.

(l1) Other credit card issuer. A corporation. partnership. or other entity,
other than a donrestic lencler. foreign lencler. or credit carcl bank. that
issues a credit card.

g2 ization. A corporation. parlnership. or other entit
that maintains an ottce in this State at rvhich are em at least

following ser.vices, either for the qualifying organization or on behalf
of other clomestic or tbreign lenclers. creclit carul banlis. or other creclit
card issuers.

a. The clistrilrution of creclit carcls or other cle'ices clesi ancl

effective to access creclit card accoLtnts.

The ration of perioclic statentents of amounts clue uncler

c. The receipt fi'om credit card holders amounts with
respect to creclit card accounls.

The maintenance of flnancial records reflectin the status

credit card accounts from tinre to time.

ment and activities requirements set {brtlr in this sut'rclivision.

"$ 53-245. Credit card banl<s atrthorized.
Sub.iect to the provisions of this Article. a clonrestic lencler. foreign lencler. or holcling

comPanY maY or8anize. own. and control a creclit carcl bank. Nothing containecl in this
Article shall be construecl to am_encl or alter the provisions of the North Carolina
Regional Reciprgcal Bank Act. c.sr_li2gl_st_!gg.. or ro aurhorize bank hotcting

b.

d.

200 residents of this State ,*,ho are clirectly engagecl in provicling the

credit carcl accounts.

The term 'qualifying organizallon' also incrucles any clomestic bank.
credit card bank. or other creclit carcl issuer that satisfies the

House CREDITCARDBILL | | I t3 t90 AA-6
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rre. own. or control any bank as clefinecl in section Z(c) of the Bank
Holdins C Act of 1955. l2 USC $t841(c). as anrc'nclecl.

"$ 53-246. Credit card banks: creation . and duties.

(l ) Shall be ized under the laws of the Unitecl States or of this State.

AMa only in creclit card operations. which may inclucle the
business of soliciting. processing. and extencling creclit pursuant to
credit card accounts ancl conclqqling other activities as may be
incidental to this business.

12

(a

(4)

(l
(6)

(])

{a

Shall have. within one

If organizecl uncler State lar.v. slrall nreet the

May not

May not

t demand deposits or cl

af-ter the clate it begins cloing business. not

ts that the cle

withdraw by check or similar means or to
a savinqs or fjnre cle t of less than one hunclred

thousand dqllars ($ | 00.000).

May nraintain only one office rhar acqgplljgpogls.
May not engage in the Lrusiness of makins commercial loans.

rate In a manner that is not likell, to attract customers from

Lrlrements set
forth in G.S. 53-2(4),

less than 50 em loc_ated in this State clevotecl to its creclit carcl
activities; provided, howeler. that where the creclir car-cl bank contmcts
with a qualifvin gg4lio, fbr senrices inciclental to offering credit
card accounts. the nrininrum numtrer of ern s locatecl in this State
shall be determinecl by the Commissioner. The minimum numtrer
determined by the Qommissioner shall be. sufficient to assure the
continued ancl substantive presence of tlre cre,clit carcl lrank in this State

of conclurcting irs corporate af'fairs ancl pedormins the

4]ler activities not subiect to
contract with the qr-ralifying orgarrizaticln as ntay lre inciclental to its

(a) A credit card bank:

the general public in this State to the substantial cletrinrent of other

AA-7

servicing of creclit carcl accounts.
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(b) The Banking commission may nrake such rures reratins to the

SBSSION I99I

operation and supervision oL credit carcl tranks organizecl pursuant to the laws of this
State as be consistent with this Arricle. Creclit carcl banks organizecl uncler the

!4ys of the United States are not subject to the supen,isorv authoritv or the rules ancl
regulations of the Banking Commission.

(c) A domestic lgnder or other creclit carcl issuer-is not requirecl to establish a crectit
card bank to issue credit cards ancl create creclit carcl accounts.

card bank shall be owned solel q donrestic lencler. foreign lencler, or a holdin

(d) All shares of capital stock, except clirectors' jualifying shares. if any. of a credit

company.

"3_53-211. Finance charges, interest, cha and fees authorized to be cha
domestic lenders and credit card banks.

Notwithstandi other isions of lar.v. a clomestic lencler or creclit carcl bank
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may contract for and collect in connection r.vith a creclit carcl account finance cha
and interest, transaction fees, overlimit charses. Iate fees or delinquenc
charges, charges for each retum of a clishonorecl .h.

ion of an outstanding balance. menrbership f-ees. wherther assessecl on an annual or
other Periodic basis, and other fees ancl charges and may provicle fbr such terms ancl
conditions as may be agreecl upon lry the parties. All I'ees ancl charges authorizect by
this section are material to the clete!rrlnation of interest uncler the nrost fa'orecl lencler
doctrine and under section 85 of the National Bank Acr. 12 usc $g5. or section 521 of
the Depository lnstitutions and Monetary Conrrol Act of t980. l2 USC gtg3lcl. lf an
amendment to a crgdit card account has the effect of increasing an , rate of
interest or fee to be oai the debtor. the creditor shall notifl, the clebtor in writine ar
least 30 days before ttre effective clate of the amenclment of the amenclecl terms and of
the debtor's right to surrender the creclit carcl or carcls._lf. as clirectecl by the creditor.
the debtor surrendqrs the creclit carcl or cards Lrefore the effective clate of the
amendment the debtor shall lhe acc-olrnt in accorclance r.vith the terms ancl
conditions of the account as are then in effect. Failure bt, lhe cletrtor to surrencler the
credit card or cards as directecl by the creclitor constitutes consent L'ry the cletrtor to the

credit card bank u an extension of open-end creclit. other than a clirect loan to a

amendment. No interest or finance charge ma), tre imposecl tr), a clomestic lender or

House CREDITCARDBILL | | I 13 lg} AA-8
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debtor, made under a credit card account if the accollnt
from the billing date.

full within 25 davs

"$ 53-248. Finance cha interest and fees authorizecl to be cha other
credit card issuers.

Other credit card insurers charge ancl qollect interest. finance charqes or other
fees at a rate in the te not to exceed one ancl one-half r (r U2%)
month in connection with a creclit carcl account which is not securecl Lry real or personal

or any other thing of value ancl af a rafe in the ageregate nof to exceecl one
and one-quarter t (l l/4o/o) month in connection r.vith a creclit carcl account
which is secured bv real or rty or any other thing of value.
No interest or finance cha My lre inrposed by other creclit issuers an
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extension of open-end crcdit. other than a clirect loan fo a cletrfor. nracle uncler a cr-edit
card account if the account is paicl in full within 25 cla-vs from tlre billine clate.

Other credit card issuers mav i an annual charge not to exceecl twentv clollars
($20.00) on a credit card account.

"$ 53-249. Discount fees.

A creditor maY charge discounts ancl I-ees as agreecl upcln by the creclitor ancl
merchants and others who icle or sc.rvices ancl who icirrate in the
creditor's credit card plan. "

Sec. 3. G.S. 25A-ll reads as rervr.itten:
"$254-11. "Revolving charge account corrtract" clefined. Revolving charge accoLrnt
contract" means an agreement or unclerstancling between a sellei ancl a buyer uncler
which consumer credit sales may be macle from time to time. uncler the terms of which
a finance charge or seruice charge is to be computecl in relation to the buyer's r-rnpaid
balance from time to time. ancl uncler which the buyer has the privilege of paying the
balance in full or in installments. This clefinition sheu ,,.,t aff.cr rhr. mpqninc ^r *L,o

"$25A-14.

Sec. 4. G.S. 25A-14 reacls as rewritten:
Finance charge rates for revolving charge arcount contrar:ts.

AA-9 House CREDITCARDBILL | | I 13190



. on the extension of consumer credit
made uant to a revolvin accounl contruct under '"vhich no finance cha

clebtor if rhe @fr-rll within 25
days from the billing date, there may be cha a finance charge at a rate not to

rtion of the balance of the ious month !e5 pa;,'nrents or creclit within the billi

exceed one and thrge quarters percent (l 3/4%) per month computecl on the unpaicl

le or the average daily balance outstanding cludng the current billin
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rovided, however, that a minimun'l charge not in excess qf fift1, cents (50c) mav be
and collected u the unpaid balance of such contract. ancl proviclecl. further.

(b) In the event the revolving charge account contract is securecl in whole or in part
by a security interest in real property. then the financer_charge rate shall not exceed the
rate set out in G.S. 25A- l5(d).

(c) No default or deferral charge shall be imposecl Lrv the seller in connection with a
revolving charge-account

contract. "

Sec. 5. This act is eff'ective upon ratification.
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Anafvsis of CREDITCARDBILLIIII3I90 -- A BILL TO BE ENTITLED AN
ACT TO AUTHORIZE CREDIT CARD BANKS, TO AMEND THE RATE
OF INTEREST AND FEES APPLICABLE TO CREDIT CARD
ACCOUNTS, OPEN-END CREDIT, AND REVOLVING CHARGE
ACCOUNTS.

SUMMARY

This bill generally would:

l. Deregulate present restrictions on interest rates and fees which may be
charged in open-end credit and credit cards extended by domestic lenclers
(state and federally-chartered financial institutions having their principal
place of business in North Carolina), and retain present grace period for
tlrese extensions of credit, other than for a direct loan;

2. Retain the present restrictions on the grace period, and fees and interest
chargeable in open-end credit extensions by other than domestic lenders and
retail merchants;

3. Authorize the establishment of credit card banks within this State, give them
and domestic lenders the power to charge any interest, fees and charges
agreed to by the parties to a credit card account while retaining the present
25-day grace period to pay the bill without interest or other penalty and
make various corresponding changes;
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4. Would limit credit card issuers other than creclit carcl banks. to interest fees
and charges.allowable uncler the present statLrtes: i.e. lt/z percent per month
on the unpaid balance for unsecurecl creclit. | 7r percent on iecurecl breclit. the
25-day grace periocl ancl a maximum annual char:ge of $20:

5. Deregulate discount f-ees clrargeable to merchants ancl others uncler creclit
card plans (now limitecl to 6 percent of purchase): ancl

6. Separate revolving charge accounts uncler the Retail Installment Sales Act
(RISA) ftg. lhe general interest ancl fee open-encl creclit restrictions
contained in Chapter 24. set in RISA maximum interest ancl fees for
revolving charge accounts at | 314 percent per month on the unpaicl balance.
retain the present grace periocl. anci prohibit an annr-ral feer.

SECTION-BY-SECTION ANALYSIS

Section I would rewrite the present G.S. 24-11, Certain revolving credit charges.
The present statute, among other matters.

l. Allows lenders under an open-encl^creclit or revolving creclit plan to charge
interest. finance charges. oi other fees at a rate on rhE r-rnpaicl'balance notTo
exceecl l.ll.2% per-month (now co.nrmonlv rr-ferrecl to ai l8%, a year) ancl
an annual charge of not more than 920:

2- Establishes a "grace-periocl" uncle.r r.r,hich no sen'ice charge can be imposecl
if the account is paid-in full within 25 clays of the billing,iut",

3. Prohibits the-charging of any discourlt or processing fee in excess of 6To ofthe.principal ambunt of itre acqr-rirecl 
'accounts- of venclors or others

participating in an open-encl creclit or revolving creclit plan:

4. Ties the interest and senice charges pernrittecl on revolving creclit loans to
that of revolving creclit plans. i.e. a miximr-rm of I ll2,/o pel month: and

5. Prohibits any open-encl.cre<lit plan charging tretu,een I ll4 and I ll2% per
month fronl segyring the.loan b1' real -or-personal property. or any otirertfing of.value (this [rovision cloei not applS' to conslrmer creclit sales uncler
the Retail Installment Sales Act (RISA).

The proposed new G.S. 24-ll woulcl speak to open-encl creclit other than creclit cardaccounts. covered in Section 2 of the bill. ancl revolvins charge accoLtnts. coverecl in
Section 4 of the bill.
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- Subsection (b). would permit il "(lonrestic lencler" (North Carolina-or feclerallv-
chaftered bank, savings and loan association. or creclit r-rnion. having ld ;ril.i;;ip#.of business within thls. State) to charge any.fees ancl charg"s in S"ienlting 6pe;;dcredit, whether securecl or unsecLrrecl. "ln 

such an extension"'the clomeitic lencler coulclprovide terms and conditions as arc' agreecl Lrpon by' the parties. aii-f..r ancl chargesare spjcifically deemed to be material-to the cleterminatioir of interest r-rncler the fecleral
most tavored lender doctrine ancl specifiecl fecleral Iegislation.

lrnders. other than domestic lenclers. in an open-encl creclit plan are limitecl. to: amonthly. rate of I ll2% on the unpairl balanie of the loan'for insecurecl credit(subsection (c)). and I l/4To for secirrecl cr:eclit (subsection (ct)t: aicl 25-cloy giui"period is imposed on these lenclers (Subsection (e)).'-

Generallv. any lencler in a consumer open-encl creclit plan which is sr-rb.iect to theFederal Truth--in-Gt:{ilg Rct who proposes amenclnrents increasing any charge. interestrate or fee to be paid.byrhe.cletrt<i1 musl ngt-ify ihe cletrtor in wrTtlrig ai teasr 30 ctaysbefore the amendment's-effective clate ancl or ir-,J ,iet'rt.ii:r'rigr.rr ,o'.ut'r.li,rr" prun.

Section 2 would cleate in General Statutes. Chapter -53. Banks. a new Article 20entitled, Credit Card and Creclit Card Bank Act. ih" n"* 553-245 woulcl permit adomestic lencler (a North Carolina- or federa.lly- Lilorl"t.cl lenc"ler auttror-iiect t6-;;;;pideposits-and make loans and having its.principir place of businesr ruiii in this state). aforeign lender (a lencler charterecliry tlie unitecl'sJaies. the District of Columlria. oranother state authorizecl to accept cleposits ancl make lounr. having irs piincipat piaie ofbusiness outside of North car-otinaj. or- a holcllng .o*pgny (a company controllingeither of the two above types of lenclers) to establish a creclit carcl bank.

The proqosed $-53-246. among other matters. u,oulcl require that a creclit carcl bankengage only in credit carcl operat-ions (inclucling soliciting:-p-."iiiiig'anct extenctingcredit), maintain only-one oT.t.. operate in a fianner not likely to attmct customersfrom the general pubtic in this State to the subsran,iui''.i.irirnJni"oi'ott,er clomesticlenders, meet the requirements imposect on othei riut" banks under c.i. s:-z(4) anclemploy 50 persons in its creclit carcl operations *itrrin a year of its r-reeinning il;i";;;.The bank cannot accept clemancl cleposits or orher A.drli; *ii."tr-r.ii-'.r.p6ritoin.'uy
withdraw bv check or similar means or pa,r,.t^o thircl pinie-s. or a rui,irigi o, ii111. arfi;liof less tha; $100,000. rrte rrunr.-is. specificall,r' proniiiir".i tioril'.nir,i"g comnrercialloans. All of the-bank's capital stoc'li.'except tire'clirectors' qr-ralifying shares. if any.must be owned solely by- the clomestic or fb.ieign leniler. or a'hglclirrg".o*pun1,. Thissection specificallv piovicles that creclit carcl issr-ftrc ui. not recluirecl tJeiiablish a creclitcard bani< to issue an.t proCeri 

"tecrii 
carcls.
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- T!" proposed 553-247 generallv lrackq fbr creclit carcl banks the cleregulation of
domestic lender open-end credit containec{ in the proposecl rervritten $24- ll set forth
above but retains.the present Zl-clay gruce ;:erioct. 

'The 
proposecl g53-)48 imposes for

other credit card issuers the same ternrs to be im;rosecl on foreign lenclers in an open-
end credit plan (i.e.. I l12% on unsecurecl loans.'t ll47o on secjirecl loans. the 25lclay
grace period, and a maxinrunr annual charge of g20).

953--249 would allow a creclitor' to charge cliscounts ancl f-ees as agreecl upon by the
parties for those who provide goocls or sen,ides ancl parricipate in the ireclit carA plin.

Section 3 would make a corresponcling change to G.S. 25A-ll.

Section 4 woulcl amend G.S. 25,,\-14, Finnnce charge rates lbr revolving charge
account contracts. to remove the ret-erences to revolr,ing creclit extensions to''Chapt"er24. Interest. and establish in the Retail Insrallnrent Siiles Act (Chapter 25 of'the
General Statutes) new operative regulations.

Subsection (a),presently.incorporates the maximum charges arrcl fees chargeable tbr
open-encl and revolving credit.in G.S. 24-ll- i.e. I ll2(k,'ptt'month on tlie r-rnpaicl
balance. and specifically prohibits the imposition of the ann.tai fee (a nraximum of .$ioj
allowed in- open-credit transactinns. 'fhe proposecl ner.r, language of subsection (ai
would establish for extensions of conslrmer' creclit uncler a rduoli,ing charge u..ouni
contract a maximum finance charge of l. 3147. p?t'ntonth on the ,,npai6 6alaice (with a
$0.S0 minimum charge).. woulcl.-transler the 2-5-clay grace periocl containecl in C.S.24-ll, would continue the.prohibition against inrpo.sinlg an innual charge. ancl wouicl
eliminate surplus language in G.S. Z-SA- lZtc).

section 5 woulcl make this act effective upon ratitication.
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